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LONG-TERM CARE FINANCING: ARE 
AMERICANS PREPARED? 


THURSDAY, MARCH 9, 2006 

U.S. Senate, 

Special Committee on Aging, 

Washington, DC. 

The Committee met, pursuant to notice, at 10:13 a.m., in room 
SD-138, Dirksen Senate Office Building, the Hon. Gordon H. 
Smith (chairman of the committee) presiding. 

Present: Senators Smith and Martinez. 

OPENING STATEMENT OF SENATOR GORDON SMITH, 
CHAIRMAN 

The Chairman. Good morning, ladies and gentlemen. We thank 
you for your patience. It has been a hectic morning and we thank 
you all for coming. 

Today’s hearing topic, long-term care, is a subject Congress must 
begin to address if we are to ensure that future generations of re- 
tiring Americans are able to meet their health care needs while not 
crippling entitlement programs like Medicare and Medicaid. 

I am very glad we have the opportunity to discuss long-term care 
financing and take the first steps to answering the question, “Are 
Americans prepared?” The biggest concern regarding long-term 
care is that it is very expensive. The Centers for Medicare and 
Medicaid Services estimate that national spending for long-term 
care was approximately $160 billion in 2002, representing about 12 
percent of all personal health care expenditures. 

To make matters even more difficult, demand for long-term care 
is expected to increase significantly in the coming decades. Today, 
almost two thirds of people receiving long-term care are over the 
age 65, with the number of people receiving care expected to double 
by 2030. 

To put a human face on this growing problem, we hear stories 
every day of disabled Americans who cannot afford care, turning 
then to self-impoverishment as a last resort of beginning to receive 
Medicaid benefits. For these reasons, urgent action is needed on 
two fronts. 

First, we must strengthen Medicaid to ensure that it remains a 
viable safety net for millions of needy Americans well into the fu- 
ture. Second, we need to encourage savings and the purchase of 
long-term care insurance for those who are in a position to prepare 
for long-term care expenses. 

Why is this such a great concern? As the baby boomers begin re- 
tiring in increasing numbers over the coming years, our ability to 
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pay for entitlement programs will simply be stretched to the break- 
ing point. In addition, the Deficit Reduction Act that was enacted 
earlier this year included several provisions that dramatically 
changed eligibility standards for Medicaid, such as lengthening the 
look-back period for asset transfers and disqualifying individuals 
with substantial home equity. 

On a positive note, the bill created the National Clearinghouse 
for Long-Term Care Information and expanded the Long-Term 
Care Partnership Program. For that, I must commend the work of 
Senator Craig, who is the former Chairman of this Committee and 
who still serves with distinction. We commend him for all his hard 
work to expand the Long-Term Care Partnership Program. His 
leadership as Chairman of this Committee was one of the primary 
reasons Congress expanded the Long-Term Care Partnership Pro- 
gram. 

With these greater restrictions on Medicaid eligibility, we must 
begin to offer positive estate planning solutions to give Americans 
better opportunities to prepare for their long-term care needs. As 
with health care, the best way to be prepared for long-term care 
expenses is to be insured. However, insurance can be expensive, es- 
pecially when weighing the pros and cons of purchasing long-term 
care insurance versus remaining uninsured. 

Currently, about 55 percent of the people over 85 years old need 
some form of long-term care. When deciding to purchase insurance, 
the gamble that a person could be one of the 45 percent that will 
not need long-term care can be perceived as a better option than 
paying for insurance. 

We must tear down the notion that the purchase of this type of 
insurance is a gamble. Long-term care insurance protects assets 
and income from the devastating financial consequences of these 
costs. 

Today’s comprehensive long-term care insurance policies allow 
consumers to choose from a variety of benefits and offer a wide 
range of coverage choices. They allow individuals to receive care in 
a variety of settings, including nursing homes, home care, assisted 
living facilities, and adult day care. Last, long-term care insurance 
allows individuals to take personal responsibility for their long- 
term health care needs and reduces the strain on the Medicaid 
budget. 

While planning for long-term care costs by buying insurance is 
a step in the right direction, this may not be the ideal solution for 
everyone. For younger individuals, saving for long-term care needs, 
whether for the later purchase of that care or paying outright for 
it, is sometimes more beneficial than buying insurance. We should 
support early savings efforts for insurance and care, as many peo- 
ple don’t think about this need until it is just simply too late. 

Putting away money over time, as we will hear from Joanne 
Vidinsky, can be a very powerful means of affording insurance or 
care. However, with our national savings rate in steady decline, I 
fear the American middle class is woefully unprepared to meet this 
coming challenge. 

Today, I will introduce the Long-Term Care Trust Account Act of 
2006 with Senator Lincoln of Arkansas, who serves with me on this 
Committee and the Finance Committee as well. This bill will 
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incentivize savings and the purchase of insurance by creating a 
savings vehicle for the purpose of preparing for costs associated 
with long-term care services and purchasing long-term care insur- 
ance. 

Individuals who contribute to this account will receive a refund- 
able tax credit on their contributions. This will help individuals 
save for insurance and the many people in our country that want 
to help their parents or a loved one prepare for their health care 
needs as well. 

The issue of long-term care expenditures and costs need not be 
an insurmountable task. However, it will require action and co- 
operation by public officials and private providers as we work to 
find ways to help Americans prepare. As with any major issue fac- 
ing this Nation, Republicans and Democrats must come together to 
bring new and innovative solutions to the table. It is a time for 
ideas, not ideals, and I look forward to working with my colleagues 
as we strive to meet this growing challenge. 

Last, I would like to thank all of our witnesses who join us here 
this morning. We have assembled two excellent and diverse panels. 
I am eager to hear your thoughts as we engage in this meaningful 
and productive dialog. 

With that, I am very pleased to be joined by a distinguished 
member of our Committee, Senator Martinez of Florida, for your 
opening statement. 

OPENING STATEMENT OF THE SENATOR MEL MARTINEZ 

Senator Martinez. Mr. Chairman, thank you very much. I again 
congratulate you and welcome your holding of this hearing and ap- 
preciate the opportunity to make an opening statement and wel- 
come our speakers as well. 

I know that the issue of long-term care is an extremely impor- 
tant topic in the area of health care, and we in Congress really can- 
not afford to wait any longer to devise a plan to help educate indi- 
viduals on the importance of having a policy and helping citizens 
to purchase this type of insurance. 

Mr. Chairman, our country is heading toward a demographic 
meltdown on long-term care. It is simply unsustainable for individ- 
uals in the Government to maintain the current rate of spending 
without further endangering the state of health care in the United 
States. 

Preparing for future health care cost is something that every 
American should be doing. Long-term care insurance is one of the 
ways in which Americans plan for periods of extended disability 
without burdening their families, going bankrupt, or relying on 
Government assistance. 

It is important that incentives are put in place today that will 
deal with the impending influx of elderly Americans who will rely 
on the long-term health care system in the future. That is why I 
am pleased the Congress recently acted, through the deficit reduc- 
tion act, to expand the Partnership for Long-Term Care Program, 
the public-private long-term care insurance program that formerly 
was only available in a handful of States. 

The benefits of the partnership program are two-fold. The pro- 
gram provides incentives for individuals to purchase long-term care 
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insurance and relieves pressure on State Medicaid programs, 
where long-term care expenses are growing exponentially. The 
State of Florida is certainly no exception to that problem. 

Additionally, if the purchasers of these policies spend down their 
policy and need to rely on Medicaid, they will be able to protect as- 
sets on a dollar-for-dollar basis. This arrangement helps protect 
beneficiaries, important assets, and relieves pressure on publicly fi- 
nanced long-term care. 

While this is a positive step forward, more will be needed as the 
baby boomer generation begins to retire. Mr. Chairman, I am in a 
long list of notable Americans like our President, our immediate 
past President, who will be turning 60 this year, and it is upon us 
that the baby boomers are coming of age. 

All options should be considered, and I am a co-sponsor of a bill 
that will allow individuals to use their 401(k) and 403(b) plans to 
purchase long-term care insurance with pre-tax dollars at any age 
and without early withdrawal penalties. Under this legislation, the 
consumer has the option to purchase long-term care insurance at 
the most appropriate amounts for their own needs and their 
spouses. 

I also, Mr. Chairman, welcome the bill that you have filed today, 
including a tax credit to individuals who purchase long-term care 
insurance. I look forward to reviewing that bill and perhaps joining 
as an early co-sponsor with you on that measure. 

I hope that both of those proposals will soon get consideration in 
the Finance Committee, and I look forward to hearing the panelists 
today. I appreciate the indulgence of the Chair to have my re- 
marks. 

The Chairman. Thank you very much. Senator Martinez. We 
would welcome you on the bill. 

Senator Martinez. Thank you. 

The Chairman. If you find it meritorious, we would certainly love 
your support. 

Testifying today on our first panel will be Robert Danbeck. Mr. 
Danbeck is associate director and chief human capital officer at the 
Office of Personnel Management. Mr. Danbeck will be discussing 
the Federal Long-Term Care Insurance Program, which Congress 
started in 2000. 

Mr. Danbeck, thanks for coming. The mike is yours. 

STATEMENT OF ROBERT F. DANBECK, ASSOCIATE DIRECTOR 

AND CHIEF HUMAN CAPITAL OFFICER, OFFICE OF PER- 
SONNEL MANAGEMENT (OPM), WASHINGTON, DC 

Mr. Danbeck. Mr. Chairman, it is a pleasure to be here. I have 
a longer statement that I request be made part of the record. 

The Chairman. Without objection. 

Mr. Danbeck. Mr. Chairman and members of the Committee, I 
appreciate the opportunity to appear before you today to discuss 
the Federal Long Term Care Insurance Program. 

The Office of Personnel Management (OPM) views this program 
as a critical component of the Federal Government’s effort to at- 
tract and retain a high-caliber workforce. It is the largest group 
long-term care insurance program, with over 211,000 participants. 
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It is a true success story, thanks to the strong congressional leader- 
ship, which made the Federal program possible. 

0PM staff worked extensively with congressional staff and indus- 
try representatives to ensure the authorizing legislation for the 
program would be viable from both an administrative and an in- 
dustry perspective. Shortly after enactment of the Long-Term Care 
Security Act of September 19, 2000, 0PM staff began meeting with 
national experts in the fields of long-term care and long-term care 
insurance to help us design a program that would be at the fore- 
front of the marketplace. 

On June 20, 2001, 0PM issued a request for proposal from quali- 
fied carriers to insure and to administer the program. After a com- 
petitive bidding process and an extensive evaluation of competing 
proposals by both technical and financial panels, 0PM awarded a 
contract to Long Term Care Partners, the joint venture formed by 
John Hancock and MetLife, on December 18, 2001. 

John Hancock and MetLife are the Nation’s two largest carriers 
of group long-term care insurance and consistently earn top ratings 
for financial strength from the major rating organizations. Both 
have been in the long-term care insurance business for well over 
15 years and have a history of rate stability. 

Federal and Postal employees and annuitants, active and retired 
members of the uniformed service, and certain District of Columbia 
employees and their qualified relatives are eligible to apply for 
long-term care insurance under this program. The Federal program 
is underwritten and thus certain medical conditions or combina- 
tions of conditions prevent some people from being approved for 
coverage. 

We held an early enrollment period for the program from March 
25 to May 15, 2002, for those who were familiar with the product 
and desired coverage as soon as possible. We followed that with our 
first open season from July 1 to December 31, 2002. The open sea- 
son was accompanied by an extensive educational initiative to ac- 
quaint the eligible population with the product and the need for the 
product. 

During the early enrollment period and the open season, employ- 
ees and their spouses could apply for coverage using the abbre- 
viated underwriting application, containing only a handful of 
health-related questions. The remaining eligible population utilized 
the full underwriting application, which contains many health-re- 
lated questions. 

Open season ended in 2002, and abbreviated underwriting is still 
available for a 60-day period to new or and newly eligible employ- 
ees and their spouses and newly married spouses of employees. Ev- 
eryone else must use the full underwriting application, but the pro- 
gram remains open to the entire eligible population. 

As you can imagine, one of the greatest challenges we faced early 
in the program’s history and continue to face is how best to educate 
and communicate with the eligible population about what long- 
term care is and about the need for long-term care insurance. This 
is not unique to our program. 

Long-term care insurance is typically a difficult sell, whether in 
the Government or the private sector. Some people are hesitant to 
purchase long-term care insurance because of its expense, as well 
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as the possibility that they will never need to use the insurance 
coverage — the gamble that you referred to before. 

I personally would rather pay for long-term care insurance and 
never need it than need it and not have it. I feel the same way 
about collision insurance on my automobile or fire insurance on my 
house. Peace of mind is worth a lot. 

Over the last 5 years, we have learned a lot about how to encour- 
age people to apply for long-term care insurance. One of the most 
important aspects of the purchase decision is multiple exposure to 
the message. 

It is very hard for people to project themselves into the future, 
perhaps 20, 30, or 40 years, and imagine that they may need help 
with activities that today they take for granted — just caring for 
themselves, feeding themselves, clothing themselves. So, it is im- 
portant that they hear the message over and over and over again. 

We have continuing educational opportunities at benefits fairs. 
We distribute materials. We run seminars. We have positive press. 
We provide education on State tax incentives for purchasing insur- 
ance. We have discussions at retirement planning seminars. We 
have discussions with colleagues. Sessions such as these go a long 
way to get that message out to the eligible population. 

Another important lesson that we learned is nothing can match 
personal experience. Someone who has seen a loved one spend a 
lifetime of savings on long-term care services, someone who has 
nursed a loved one through chronic illness and experienced the 
emotional and physical stress that caregiving entails will be much 
more receptive to thinking about long-term care insurance than 
someone who has not had this type of experience. 

Endorsement by the Federal Government also is key. Through 
focus group surveys, we know that 0PM sponsorship and oversight 
of the Federal program, being established by an Act of Congress 
and ratified by the President, instantly lend credibility to the pro- 
gram. 

The Federal program competes with many other long-term care 
insurance policies in the marketplace, and sometimes it is hard to 
compare benefits or to know that you are comparing them accu- 
rately. The Federal endorsement itself is sometimes enough to give 
applicants the peace of mind to believe that they have made the 
right choice. 

Payroll deduction also lends credibility to the purchase decision. 
Almost 70 percent of the Federal and Postal employees choose pay- 
roll deduction at time of application. About 65 percent of enrolled 
annuitants have annuity deductions for their premiums. It is a dis- 
tinct competitive advantage. 

We know we need to do a better job educating people and reach- 
ing out to people about the need for this insurance, especially in 
venues where we have difficulty getting to the eligible population. 
This would currently include military bases with limited access to 
active members of the uniformed services and the Postal Service, 
where employees are very dispersed and have to attend educational 
opportunities on their own time. 

Some agencies are better than others at distributing information 
about the program and making educational opportunities available, 
such as pre-retirement seminars. Contact at the home can be an 
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effective way of getting to people because they are inundated in the 
workplace with many messages. 

Yet we cannot take advantage of home settings, as private insur- 
ance agents can, because we do not have access to non-OPM em- 
ployee addresses, and we do not have a network of paid agents. We 
cannot easily reach qualified relatives since we really don’t have a 
way to contact them either. 

Given all of these challenges, we firmly believe the Federal pro- 
gram has done a commendable job reaching the eligible population, 
as evidenced by the 211,000 current enrollees. 

In closing, we want to assure you that this program will continue 
to be a success and a leader in the long-term care insurance mar- 
ketplace. We are deeply grateful for the support of Congress and 
believe your active advocacy can be very, very helpful. 

Thank you for your time today and for your continued interest 
in the Federal Long Term Care Insurance Program and in long- 
term care insurance in general. I would be pleased to answer any 
questions. 

The Chairman. Thank you, Robert. Your testimony is very help- 
ful and enlightening. 

I suppose there is in all of us a sense that we will never die and 
why bother with an extra insurance policy because of that? Your 
point that, well, if I do die, I won’t get to use it. So, it is a hard 
sell. 

For my own education and perhaps for anyone watching on C- 
SPAN, what are the relative costs between long-term insurance 
versus a health care policy for every day care or your care for 
today? Is it expensive? 

Mr. Danbeck. It is expensive. 

The Chairman. OK. 

Mr. Danbeck. The exact figures I don’t have with me at the 
time. However, I can get those for you. It is more expensive than 
normal insurance, if you will, normal health insurance. There are 
a number of different plans that you can choose. Of course, it also 
is dependent on your age. So it is, from a comparative point of 
view, an expensive product. 

I do have the figures now, but I can share them with you later. 

The Chairman. If you can share them, that would be fine. 

You know, we talk about Federal tax incentives, and obviously, 
the bill Senator Lincoln and I have is providing yet another tax in- 
centive to get people to make this choice. But frankly, at the cur- 
rent point. Federal tax incentives are fairly minimal to get people 
to make this choice. 

You reference in your testimony that you educate Federal work- 
ers about State tax incentives for long-term care insurance. In your 
position, how often do you feel these State tax incentives move 
someone to purchase that insurance? 

Mr. Danbeck. Well, I don’t think that they are the impetus for 
someone to make that decision based only on that fact. I do think, 
though, that once the individual has done their homework and as- 
sessed the various plans that are available, that they really do 
have a tremendous impact on the individual. They add to that deci- 
sion. 
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They are probably, the crowning point, if you will, for the per- 
son’s decision making process. So, I think they are very valuable. 

Again, this is a unique program, as you mentioned. So people go 
through quite a bit of thought process before they make a decision. 
But once they are there, and then you couple that with the tax in- 
centives, that is the thing that closes the deal. 

The Chairman. Should the Federal Government do more in 
terms of tax incentives, in your view? Would that be the tipping 
point to get more and more American seniors 

Mr. Danbeck. I certainly think it would help. 

The Chairman. OK. Senator Martinez. 

Senator Martinez. I am impressed by the very large enrollment 
number among your folks. Tell me how that has been accom- 
plished. Understanding what you also have said, which is it is not 
a cheap product, how have you accomplished that? 

Mr. Danbeck. Well, the first thing we have is a very active Web 
site. I mean, 0PM has an active Web site, as well as the Long 
Term Care Partners. 

We do an extensive education program. Every opportunity we get 
to speak at pre-retirement seminars, we take that opportunity. 
Every opportunity we have to be at conferences, we will see a booth 
there from the Long Term Care Partners presenting the product. 

We have a call center. We are always reaching out. I mean, we 
have even gone so far as to send birthday cards to annuitants who 
might not be covered by the product to just say, “Hey, your birth- 
day is coming up. This is something you might want to think 
about.” So we have an extensive outreach program, and we have 
completely revamped the way we did it. We have made it much 
more user-friendly. 

As I mentioned earlier, people receive a lot of mail. So what we 
have done is we have branded, if you will, all of our correspondence 
so that when they receive that at home, they do know that it is 
something related to their insurance and something personal to 
them. 

We have done a lot in that area. But I have to tell you, the 
website, the website gets over 184 million hits a year. 

Senator Martinez. Do you have the address for it? It might be 
good to let folks know what that is and they could address it. 

Mr. Danbeck. www.ltcfeds.com. 

Senator Martinez. Say it again. I am sorry. 

Mr. Danbeck. LTC — long-term care — feds — F-E-D-S — dot-com. 

Senator Martinez. In the State of Florida, we have a large popu- 
lation of military retirees with a very integrated community net- 
work, and I was wondering if there have been any outreach efforts 
on behalf of military retiree organizations to try to expand the Fed- 
eral enrollment program? 

Mr. Danbeck. We will submit the answer for the record. 

Senator Martinez. OK. Very good. Thank you. 

Mr. Danbeck. I am just not personally aware of them at the 
present time. 

Senator Martinez. Right, right. OK. That will be good. Thank 
you. 

That is all I have, sir. 
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The Chairman. Mr. Danbeck, thank you very much. We appre- 
ciate your role in this important Federal program and encourage 
you to keep all of those good efforts going and get the numbers up, 
and we thank you for that and your public service. 

Mr. Danbeck. Thank you, Mr. Chairman. 

[The prepared statement of Mr. Danbeck follows:] 
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STATEMENT OF 
ROBERT F. DANBECK 
ASSOCIATE DIRECTOR 

HUMAN RESOURCES PRODUCTS AND SERVICES 
OFFICE OF PERSONNEL MANAGEMENT 


Before the 

SPECIAL COMMITTEE ON AGING 
UNITED STATES SENATE 

MARCH 9, 2006 


Mr. Chairman and Members of the Committee, I appreciate the 
opportunity to appear before you today to discuss the Federal Long Term 
Care Insurance Program (the Federal program). 

0PM views the Federal Program as a critical component of the 
Federal Government’s efforts to attract and retain a high-caliber workforce. 
It is the largest group long term care insurance program in the nation, with 
21 1 ,461 enrollees (as of February 28, 2006). This is a true success story, 
thanks to the strong Congressional leadership which made the Federal 
Program possible. 

Background 

0PM staff worked extensively with Congressional staff and industry 
representatives to ensure the authorizing legislation for the Federal Long 
Term Care Program would be viable from both administrative and industry 
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perspectives. Shortly after enactment of the Long-Term Care Security Act 
on September 20, 2000, 0PM staff began meeting with national experts in 
the fields of long term care and long term care insurance to help us design a 
program that would be at the forefront of the marketplace. 

On June 20, 2001, 0PM issued a request for proposals from qualified 
carriers to insure and administer the Federal program. After a competitive 
bidding process and an extensive evaluation of competing proposals by 
separate technical and financial panels, 0PM awarded a contract to Long 
Term Care Partners, the joint venture formed by John Hancock and MetLife, 
on December 18, 2001. John Hancock and MetLife are the nation’s two 
largest carriers of group long term care insurance and consistently earn top 
ratings for financial strength from the major ratings agencies. Both have 
been in the long term care insurance market for well over 15 years and have 
a history of rate stability. 

Federal and Postal employees and annuitants (including survivor 
annuitants), active and retired members of the uniformed services, certain 
District of Columbia employees, and their qualified relatives are eligible to 
apply for long term care insurance under the Federal program. 

The Federal program is underwritten, and thus certain medical 
conditions, or combinations of conditions, prevent some people from being 
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approved for coverage. We held an early enrollment period from March 25, 
2002 to May 15, 2002, for those who were familiar with the product and 
desired coverage as soon as possible, and the first open season from 
July 1 , 2002 to December 31 , 2002. The open season was accompanied by 
an extensive educational initiative to acquaint the eligible population with the 
product and the need for it. During the early enrollment period and the open 
season, employees and their spouses could apply for coverage using the 
abbreviated undenwriting application, containing only a handful of health- 
related questions. The rest of the eligible population had to use the full 
underwriting application, which contains many health-related questions. 
Since open season ended in 2002, abbreviated underwriting is available for 
a 60 day period only to new or newly eligible employees and their spouses 
and newly married spouses of employees. Everyone else must use the full 
undenvriting application, but the program remains open to the entire eligible 
population. 

Federal Long Term Care Insurance Participation 

As you can imagine, one of the greatest challenges we faced early in 
the program’s history and continue to face is how best to educate and 
communicate with the eligible population about what long term care is, and 
the need for long term care insurance. This is not unique to our program. 
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Long term care insurance is typically a difficult sell, whether in the 
government or private sector. Some people are hesitant to purchase long 
term care insurance because of its expense as well as the possibility that 
they’ll never need to use the insurance and will have paid money for 
“nothing”. Long term care itself is even more expensive, of course. I 
personally would rather pay for long term care insurance and never need it 
than find that I need it but don’t have it. I feel the same way about the 
collision insurance on my car and the fire insurance on my house. Peace of 
mind is worth a lot. 

Over the last 5 years, we’ve learned a lot about how to encourage 
people to apply for long term care insurance. One of the most important 
aspects of the purchase decision is multiple exposures to the message are 
needed. It is very hard for people to project themselves into the future, 
perhaps 20, 30 or even 40 years hence, and imagine they may need help 
with activities often taken for granted, such as eating and dressing. Most 
people will tune out at the first suggestion they may need this help someday. 
They may even tune out the second time. But after continued education at 
benefits fairs, distribution of materials, seminars, positive press, education 
on State tax incentives for purchasing insurance, discussions on retirement 
planning, discussions with colleagues, etc., they start to listen and think 
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about how they might pay for such care, if they do, indeed, need it someday. 
That thought process naturally leads to requesting information about how to 
apply for insurance under the Federal program. 

Another important lesson is that nothing can match personal 
experience. Someone who has seen a loved one spend a lifetime of 
savings on long term care services; someone who has nursed a loved one 
through chronic illness and experienced the emotional and physical stress 
that care-giving entails -will be much more receptive to thinking about long 
term care insurance than someone who has not had this type of experience. 

Endorsement by the Federal Government is key. Through focus 
group surveys we’ve done for the Federal program, we know that 0PM 
sponsorship and oversight of the Federal program on an on-going basis and 
that it was established by an Act of Congress and ratified by the President 
instantly lend credibility to the program. The Federal program competes 
with many other long term care insurance policies in the marketplace. 
Sometimes it’s hard to compare benefits or know that you’re comparing 
them accurately. The Federal endorsement itself is sometimes enough to 
give applicants the peace of mind they’ve made the right choice. 

Payroll deduction also lends credibility and helps close the purchasing 
decision. Almost 70% of Federal/Postal employees chose payroll deduction 
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at time of application, and about 65% of enrolled annuitants have annuity 
deduction for their premiums. It is a distinct advantage. 

We know we need to do a better job educating people about the need 
for this insurance especially in venues where we have difficulty reaching the 
eligible population. This includes military bases with limited access to active 
members of the uniformed services and the Postal Service where 
employees are very dispersed and have to attend educational sessions on 
their own time, not “on the clock”. Some agencies are better than others at 
distributing information about the program and making educational 
opportunities available, such as pre-retirement seminars. Contact at the 
home can be more effective than at the workplace where employees are 
inundated with reading material. Yet, we cannot take advantage of home 
settings as private insurance agents do, because we do not have access to 
non-OPM employees’ home addresses nor do we have a network of paid 
agents. We cannot easily reach qualified relatives, since we really don’t 
have a way to contact them. 

Given all of those challenges, we believe the Federal program has 
done a commendable job reaching the eligible population, as evidenced by 
the thousands of applications that Long Term Care Partners receives each 
year, even without holding an open season. 
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In closing, we assure you this program will continue be a success and 
a leader in the long term care insurance marketplace. We are deeply 
grateful for the support of Congress and believe your active advocacy can 
be very helpful. Thank you for your time today and for your continuing 
interest in the Federal Long Term Care Insurance Program and in long term 
care insurance in general. I will be pleased to answer any questions. 
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The Chairman. With that, we will call up our next panel. 

Our first witness on this panel will be Ms. Eileen Tell. She is the 
senior vice president for product development with Long Term Care 
Group, Inc. Ms. Tell is an expert on the long-term care insurance 
market. In her current position, she has been involved in research, 
education, and product development strategies for insurers and 
Government agencies. 

She will be followed by Mr. Malcolm Cheung, who works in 
Prudential’s Long-Term Care Division as an expert in pricing, 
product development, contracts, compliance, financial reporting, 
and risk management. Today, Mr. Cheung is here to discuss cur- 
rent trends in the long-term care insurance market and how, as 
Government, we could help these markets become more robust. 

He will be followed by Ms. Joanne Vidinsky. She is here to share 
her personal experience with long-term care. She has a mother-in- 
law with Alzheimer’s disease, and she learned firsthand of the 
challenges of financing long-term care. 

Finally, Robert Friedland is the founding director at the Center 
on an Aging Society. Mr. Friedland has written on issues per- 
taining to the financing and delivery of health care, long-term care, 
and retirement income security. He is the author of “Facing The 
Costs of Long-Term Care.” So, we welcome each of you here. Ei- 
leen, why don’t we start with you? 

STATEMENT OF EILEEN TELL, SENIOR VICE PRESIDENT, 
LONG TERM CARE GROUP, INC., NATICK, MA 

Ms. Tell. Thank you. 

Good morning, Mr. Chairman, members of the Committee. I am 
very pleased to be here. Thank you for the opportunity. 

Really important to talk about the greater consumer awareness 
and incentives to encourage people to take personal responsibility 
to planning ahead for their long-term care needs. Over the last 21 
years, I have worked in various capacities to educate consumers 
about the risks and costs of long-term care and to help them under- 
stand the advantages of planning ahead. 

My work has also focused on creating and enhancing a variety 
of private finance options and products to meet those needs. 
Through this work, we talk every day with people who planned 
ahead for long-term care for themselves and for their loved ones, 
and we hear what motivated them to obtain insurance, to plan 
ahead, and, more importantly, how having that insurance has im- 
pacted their lives. 

Specifically, planning ahead and having insurance can make a 
significance difference to the financial well-being, quality of care, 
control over care choices, and peace of mind. I have included in my 
written testimony some personal statements from individuals who 
have gone through the long-term care need and made some plan- 
ning choices. 

Despite these compelling advantages, however, the number of 
people with private insurance is still small. The magnitude of this 
problem is captured in a tool developed in 2003 called the Index 
of the Long-Term Care Uninsured. Specifically, we see that 87 per- 
cent of the eligible population age 45 and older are currently unin- 
sured for long-term care. 
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Last year, for the first time, this index was also used to take a 
look at some State-specific trends to identify State-level activities 
that can possibly encourage private responsibility for long-term 
care. These include State tax incentives, a public-private partner- 
ship initiative, public education, a long-term care insurance pro- 
gram for public employees and retirees such as the Federal plan, 
speed to market, and others. 

We do see that these State activities appear to be making a dif- 
ference. You asked about State tax incentives, and one thing we 
looked at is for those States that have adopted State tax incentives, 
they do have a higher market penetration for long-term care insur- 
ance than those that don’t. Specifically, a tax credit seems to have 
a stronger impact than a tax deduction. 

Specifically, market penetration among those States with a long- 
term care tax credit or a deduction is 8.1 percent, compared with 
6.7 percent in States without such tax treatment. Similarly, in 
States with a State-sponsored long-term care insurance program 
like the Federal program for public employees, retirees, and their 
families, we see market penetration as 8.1 percent, compared with 
4.6 percent in States without such a program. 

So that general education that happens in an area really rises 
and spreads across to populations beyond those just eligible for 
that program and makes a difference. 

With respect to the partnership program, we see among the 18 
States that have above average market penetration for long-term 
care insurance, 3 of the 4 partnership programs are among those. 
So it does look like national expansion of a partnership kind of con- 
cept, which is a key component of the deficit reduction act, is an 
important element that is going to help the marketplace. 

Finally, we know that raising consumer awareness and education 
is critical. If individuals are more aware of their potential need for 
long-term care and the options for addressing it, they are much 
more likely to take steps to prepare for the future. This, in fact, 
is the key premise behind the Department of Health and Human 
Services long-term care consumer awareness initiative. 

Called “Own Your Future,” the campaign represents a unique 
partnership between the Federal Government and States to offer a 
consistent message about personal responsibility and planning 
ahead for long-term care needs. 

Another element of the campaign, which we feel has been vital 
to consumer acceptance of this message, is the objective sponsor- 
ship, providing information and education product-neutral, but 
from an independent Government source. It is really the concept of 
planning and knowledge about how to plan for long-term care 
needs that is being sold through this education. 

Phase 1 of the demonstration launched in January 2005 in five 
States — Arkansas, Idaho, Nevada, New Jersey, and Virginia. In 
each State, the Governor sent a letter to every household with an 
individual age 50 to 70, offering them a long-term care planning 
kit. The response rate to the campaign was an impressive 8 per- 
cent. For a direct mail campaign, when we hear about all the mail 
clutter and information that people get, we were very pleased with 
that result. 

The Chairman. With 8 percent? 
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Ms. Tell. Eight percent was the response rate. Eight percent of 
the people that got that letter asked for the planning kit. 

The Chairman. That is a good rate? 

Ms. Tell. That is an excellent rate for direct response mail, even 
for a social awareness kind of program. 

Also individuals from every demographic segment responded. So 
there was something relevant about the planning message, and it 
was designed this way, across the age spectrum from 50 to 70. The 
kind of planning people would do at those different ages is very dif- 
ferent. 

We have seen anecdotally a favorable impact on awareness, on 
inquiries to insurance companies, and, in some cases, sales. Our 
own research supports these findings. We have done some survey 
work with the people that have received the planning information 
and those that have not, and we see a significant impact. 

Individuals who received the planning material were more than 
twice as likely to take some kind of planning action as a result. 
That might include talking to an agent or a financial planner about 
long-term care, looking at their existing coverage to see if, indeed, 
they do have a gap that needs to be addressed, or, more specifi- 
cally, buying long-term care insurance. 

The campaign is an important model and a great start, but 
States and the Eederal Government need to expand on these and 
other efforts to make consumers more aware and motivate and en- 
able them to plan ahead. The deficit reduction act includes a very 
important consumer awareness campaign, which you referenced in 
your opening remarks, the National Clearinghouse for Long-Term 
Care. 

We are fortunate to have learned from Phase 1 of the Own Your 
Euture campaign that this model is effective in raising consumer 
awareness and also in encouraging planning behavior. This gives 
us a tested and effective infrastructure as we implement the Na- 
tional Clearinghouse for Long-Term Care. 

Thank you for the opportunity to share these remarks, and I will 
be happy to answer any questions. 

[The prepared statement of Ms. Tell follows:] 
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Testimony to the Senate Special Committee on Aging 

Submitted by Eileen J. Tell, Senior Vice President, Long Term Care Group, Inc. 
1 March 2006 


Introductory Remarks 

Good morning, Mr. Chairman and members of the Senate Aging Committee. 

I am Eileen J. Tell, Senior Vice President of Long Term Care Group, Inc. 

I appreciate the opportunity to speak to you today about the importance of greater 
consumer awareness and incentives to encourage people to take personal responsibility 
for their long term care needs. 

Over the last 21 years, I have worked in various capacities to educate consumers about 
the risks and costs of long term care and the advantages of planning ahead for those 
needs. My work has also focused on creating and enhancing private financing products 
and services to meet those needs. These options include new designs for affordable 
continuing care retirement communities (CCRCs), a variation on that concept for those 
who wish to age in place called “Life Care Without Walls,” and a variety of long term 
care insurance products across all market segments including the current public-private 
Medicaid Partnership model, as well as products that combine insurance with other 
financial instruments. 

Since 1990, Long Term Care Group (LTCG) has been involved in research, education, 
product development and administration focused exclusively on long term care. LTCG is 
a full-service third-party administrator and outsource partner for long term care 
insurers. We currently have over 30 insurance company clients and the scope of our 
business represents long term care insurance policies in force of close to 1 ,000,000. 

We provide a broad range of services to our clients including product design, 
compliance, marketing support and services, underwriting, claims and care 
coordination, billing and customer service. LTCG is also the architect and 
administrator for the nation’s largest not-for-profit, self-funded long term care 
program - the California Public Employees’ Retirement System (CalPERS) Long Term 
Care program. In the group market, it is second only to the Federal Employees’ Long 
Term Care Insurance Program, in terms of premiums in force. 
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Value of Planning Ahead 

Through this work, we talk every day with people who planned ahead for the long term 
care needs of themselves and their loved ones. We hear their stories of what motivated 
them to obtain long term care insurance and, more importantly, how it impacted their 
lives to have this protection. While no one wants to think about a time when they 
might need long term care, planning ahead and having insurance can make a 
significant difference to financial well-being, quality of care, control over care choices 
and peace of mind. 1 have included with my written testimony an example of some of 
the personal stories our claimants have shared with us over the years - illustrating the 
difference that having insurance has made for them and their loved ones. 

The Uninsured 

Despite these compelling advantages, the number of people today who plan ahead and 
obtain private insurance is small. The magnitude of this problem is captured in a tool 
developed in 2003 called the Index of the Long Term Care Uninsured. (I have shared 
with the Committee a press release from the Long Term Care Financing Strategy Group 
focusing on the large portion of Americans who do not have financial protection 
against the risk of needing long term care.) 

Specifically, 87% of the population age 45 and older (who are not currently receiving 
Medicaid and who have incomes of $20,000 or more) are uninsured for long term 
care. Since sales have historically focused on “seniors,” the proportion of people age 65 
and older who are uninsured is slightly lower - just alxiut 80%. But for the rapidly 
growing “baby boomer” generation - those adults ages 45 to 64 - 90% are without 
insurance against long term care costs. While the average age at which people are 
purchasing long term care insurance is decreasing significantly - reaching more 
effectively into the baby boomer market - the rapid rate of population growth in that 
cohort is off-setting gains in policy purchase. So the net effect is that the vast majority 
of boomers still lack protection against this risk. 

Last year, for the first time, the Index of the Long Term Care Uninsured also looked at 
state-specific trends, identifying the proportion of older adults who are uninsured for 
long term care within each state. The state-specific analysis focuses on the adult 
population age 45 and older with incomes of $20,000 or more. We find tremendous 
variations across states. Specifically, the percent of older adults who are uninsured for 
long term care ranges from a low of 78% to a high of 97% across the 50 states and the 
District of Columbia. Eighteen states have a market penetration of long term care 
insurance that is above the national average. (A copy of the Press Release on the Index 
of the Long Term Care Uninsured is attached.) 
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state Initiatives and Incentives 

We are only beginning to identify and understand the many diverse factors influencing 
these trends. The variables at work across the states with the highest and lowest market 
penetration are complex. First, there are differences across these states in terms of the 
size, education, age distribution and income among their older adults. Also, some states 
have adopted one or more of several specific initiatives to reduce reliance on Medicaid 
or to encourage and enable more adults to obtain long term care insurance. While we 
have only begun to try to isolate and understand all these factors, a very preliminary 
analysis suggests that raising awareness and providing incentives to promote the 
purchase of long term care insurance are important elements. 

There are many things a state can do to encourage private responsibility for long term 
care planning. State tax incentives, a public-private Partnership initiative, public 
education and awareness, a long term care insurance program for public employees 
and retirees, speed to market activities and others are among those we hope to 
encourage states to consider. 

One very important finding, however, is that we see greater market penetration for 
long term care insurance in states that have adopted tax incentives for long term care, 
with a tax credit having a greater impact than a tax deduction. Specifically, market 
penetration among states with a tax credit or deduction for long term care is 8.1% 
compared with 6.7% in states without such incentives. Similarly, in states with a state- 
sponsored long term care insurance program for public employees and retirees, market 
penetration is 8.1% compared with 4.6% in states without such a program. Also, of the 
18 states that have “above average” market penetration for long term care insurance, 
three of them (California, Connecticut and New York) have the “Partnership for Long 
Term Care” Program, which combines Medicaid and private long term care insurance. 
Many states already have passed legislation to develop a Partnership Program for when 
the Federal law would be changed. A national expansion of the Partnership concept is a 
key component of the just-passed Deficit Reduction Act of 2005. 

“Own Your Future” - The U.S. Department of Health & Human Services’ (HHS) Long 
Term Care Consumer Awareness Campaign 

We know that awareness is a critical element in this dilemma. Too many people learn 
about tong term care the hard way - when they and their loved ones need care. That’s 
often when they become aware of the harsh realities of paying for care. Many people 
don’t think about their future long term care needs and therefore fait to plan 
appropriately. If individuals and families were more aware of their potential need and the 
options for addressing it, they would be more likely to take steps to prepare for the future. 
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These are the critical premises behind the Department of Health and Human Services’ 
(HHS) Long Term Care Consumer Awareness Initiative. The Campaign represents a 
unique partnership between the federal government and states to offer a consistent and 
long overdue message about personal responsibility and planning ahead for tong term 
care needs. Another key element of the Campaign and one which has been vital to 
consumer acceptance seems to be the objective sponsorship, providing education and 
awareness from an independent government source. 

Phase 1 of this awareness demonstration project launched in January 2005 in Arkansas, 
Idaho, Nevada, New Jersey and Virginia. Governors from those states each sent letters 
to about 2.1 million households with consumers ages 50 to 70 encouraging them to 
plan for their long term care needs and offering a Long Term Care Planning Kit which 
provides basic information on how to plan for a broad range of long term care issues 
including private finance. The response rate to the direct mail and media campaign 
was an impressive 8% across these states. 

Also, individuals from every demographic segment found relevance in the campaign. 
Industry representatives have indicate that they have seen a favorable impact on 
awareness, inquiries and in some cases sales of private long term care insurance in the 
campaign states. And our own research supports this finding. Individuals who 
received the “Own Your Future” materials were about twice as likely to take some kind 
of planning action as a result; this includes examining their current coverage to see if it 
includes long term care, talking to a financial planner or agent about long term care 
insurance, or buying a policy. 

Following the success of Phase 1, three additional states, Kansas, Maryland and Rhode 
Island have been added as Phase II of the campaign. With the passage of the National 
Clearinghouse for Long Term Care which is a component of the Deficit Reduction Act, 
this successful model, along with other valuable education and information on long 
term care, will be extended to all 50 states. 

Conclusion 

The Awareness Campaign is an important model and a great start. But it will be 
important for states and the federal government to expand on these and other efforts to 
make consumer more aware and motivate them to plan ahead for their future long 
term care needs. The Deficit Reduction Act includes a very important consumer 
awareness component, the National Clearinghouse for Long Term Care, which allocates 
$3,00,000 per year for the next fives years to foster consumer awareness. We are 
fortunate to have learned in Phase 1 of the pilot demonstration for the “Own Your 
Future” campaign that this model is effective both in raising awareness and 
encouraging planning behavior. This gives us a tested and effective infrastructure on 
which to build as we implement the National Clearinghouse for Long Term Care. 

Thank you for the opportunity to share these remarks with you today. 
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Attachment One 


A/ms Release 

The Long term Care Financing 
Strategy Group 


For Immediate Release 
October 12, 2005 


Contacts: 

Christine Bonnev . MetLife, 

- 212-578-9558 or 
cbonney@nietlife.coni 
Tom Burke . American Health 
Care Association (AHCA), 202- 
898-2814 or tburke@ahca.org 

MOST AMERICANS ARE NOT PROTECTED AGAINST THE RISK 
OF NEEDING LONG TERM CARE, 

ACCORDING TO THIRD ANNUAL STUDY 

Washington DC . Just as Congress is preparing to take up long term care policy issues, 
more Americans than ever lack the insurance protection they need against a catastrophic 
long term care event. As baby boomers begin to move into retirement and the costs of 
care are rising, the third annual Index of Long Term Care Uninsured released today 
indicates that more than eight out of every ten Americans over the age of 45 are not 
insured against the costs of long term care. The national Index looks at adults ages 45 
and older with incomes such that they could theoretically afford long term care insurance. 

This year, the Index also looks at state-specific trends, identifying the proportion of older 
adults who are uninsured for long term care within each state, revealing tremendous 
variation across states. The analysis indicates that: 

• The percent of older adults who are uninsured for long term care ranges from 
a low of 78% to a high of 97% across the 50 states and the District of 
Columbia. 



26 


• Eighteen ( 1 8) states have a market penetration of long term care insurance 
that is above the national average (see map attached). 

• These 1 8 states, in terms of the percent of older adults having long term care 
insurance protection, make up 68 percent of the total long term care insurance 
coverage in force across the U.S, These states, however, account for only 41 
percent of the nation’s older adults. 

• Of these 1 8 states, three of them (California, Connecticut and New York) 
have a “Partnership for Long Term Care” program, a model initiated with 
funding from the Robert Wood Johnson Foundation, combining Medicaid and 
private long term care insurance that is being considered for national 
expansion. 

These eighteen states in order of market penetration for long term care insurance are; 

North Dakota, Nebraska, South Dakota, Iowa, Texas, District of Columbia, 

Virginia, Maine, Kansas, Missouri, Minnesota, Florida, California, Wisconsin, 

Connecticut, Colorado, New York and Illinois. 

The state-specific analysis focuses on the adult population ages 45 and older with 
incomes of $20,000 or more. The national analysis focuses on adults age 45 and older 
with incomes of $20,000 or more who are not currently covered by Medicaid. 

The Index of Long Term Care Uninsured, produced by the Long Term Care Financing 
Strategy Group of Washington D.C., also shows the following; 


• 90 percent of persons between the ages of 45 and 64 (not currently on 
Medicaid) are uninsured for long term care. This represents only a slight 
increase in the proportion of “boomer” age adults without long term care 
protection, compared with 89 percent uninsured in 2003. 

• For those age 65 and over, 8 1 percent are uninsured for long term care, 
compared with the 2003 figure of 77%. 
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The Index is based on a concept developed by John A. Cutler, J.D., a long term care 
policy expert currently at the U.S. Administration on Aging, with research analysis 
originally conducted by Marc Cohen, Ph.D., President, LifePlans Inc. This third annual 
report was created by John Cutler, Marc Cohen and Eileen J. Tell, Senior Vice President, 
Long Term Care Group, Inc. The Index was compiled using Census data and information 
on policies in force as of December 2004 from LIMRA, a market research trade group. 
The state distribution of policies in force is based on information from the National 
Association of Insurance Commissioners, the Federal Long Term Care Insurance 
Program and the CalPERS Long Term Care Program. 

The percent of population that is uninsured for long term care nationally has increased 
slightly, based on the 2005 Index compared with the 2003 findings. The recent decline in 
policy sales, coupled with strong rates of population growth among those ages 45 and 
older is a major factor. Marc Cohen of LifePlans further explains, “While policy sales to 
younger buyers are increasing as a percent of the total, policy sales overall are down. 

This, coupled with the fact that boomers are one of the fastest growing population 
segments explains this downturn in market penetration for those ages 45 to 64.” 

“There are many things a state can do to encourage private responsibility for long term 
care planning,” said Cutler. “State tax incentives, a public education and awareness 
initiative and long term care insurance for public employees and retirees are just some of 
the options.” 

Tell added that “these states are probably doing something right, but we all have a long 
way to go. The variables at work across the states with the highest and the lowest market 
penetration are complex. First, there are differences across these states in terms of the 
size, education, age distribution and income among their older adults. Also some states 
have adopted specific initiatives to reduce reliance on Medicaid for long term care by 
tightening Medicaid eligibility rules or encouraging and enabling more adults to obtain 
private long term care insurance.” 

“It is important to take these national issues and begin to look at them state by state, and 
this is a first step in that process,” noted Joyce Ruddock, Vice President, Long Term 
Care, MetLife, and the founder of the Long Term Care Financing Strategy Group. 

“Many states are taking action, but there is still more to be done.” 
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The Lons Term Care Financins Strategy Group is a non-profit, non-partisan think tank 
comprised of academics, researchers, policy analysts, and individuals representing aging 
organizations, providers, insurers and others. It brings together public and private 
perspectives, and provides a forum to address long term care financing issues and offer 
solutions. 


LifePlans, Inc , is a recognized leader in long-term care, providing more than SO writers 
of long term care insurance with a comprehensive range of risk management and 
consulting services. 


Lorn Term Care Group. Inc , is a full service third party administrator with over 
1,000,000 policies under management, 30 insurance company clients and 600 employees. 
LTCG offers a complete portfolio of long term care insurance services, including product 
development, compliance, actuarial, underwriting, claims, care management and full 
policy administration for both the group and individual markets 


The Mature Market Institute is MetLife 's information and policy resource center on issues related 
to aging, long term care, retirement, and the 50+ marketplace. The Institute, staffed by 
gerontologists, provides research, training and education, consultation and information to 
support MetLife, its corporate customers and business partners. The Institute commissions 
studies and polls, working with academic institutions and independent research organizations to 
analyze trends and patterns related to the aging of America and its application to business. 


Long term care is defined as a wide range of supportive and health services for persons 
who have lost the capacity for self-care due to illness or frailty. Need for long term care 
is measured by how much assistance is needed with Activities of Daily Living (ADLs) 
such as eating, dressing, bathing, toileting and transferring from a bed to a chair. 
According to the Congressional Research Service, in the year 2000 national spending of 
all forms for long term care was $137 billion. About 9 million persons over age 18 
currently receive long term care assistance. 

Note: The Index excludes those with incomes under $20,000 which necessarily includes 
those individuals on Medicaid. This is a generally accepted absolute minimum threshold 
for suitability, though it should be noted that $35,000 is used by the National Association 
of Insurance Commissioners as a suggested income criteria for purchase. 
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Attachment Two 

Fact Sheet on Planning for Long Term Care Needs 

Too many people learn about long term care the hard way, when they or their loved ones 
need care. That’s often when they become aware of the harsh realities of paying for care: 

However, long term care needs are best met when they are planned for. Planning ahead 
gives an individual time to talk with his/her family about preferences and concerns, to 
research care options in his/her community, and to give some thought to preferred types 
of services and providers. Furthermore, planning ahead gives individuals the time to plan 
for how they will pay for care - which can be very costly - in a way that does not deplete 
the financial resources available for a spouse or other family members. 

Some of the specific advantages of planning ahead include: 

■ Preserving assets and income for uses other than paying for long term care services. 
This allows one to ensure quality of life for a spouse or other family member and 
allows one to preserve and pass on an estate to heirs. 

■ Providing choice over care options and control over where and how one receives long 
term care. 

■ Improving quality of life for yourself and family. This results in less emotional and 
financial distress on an individual and his/her family. 

■ Easing the burden of providing care fi-om loved ones. Family members can still be 
involved in the daily care routine, but they can be a supplement rather than being the 
only source of care, which is emotionally and physically demanding. 

■ Maintaining independence. Your choices for care outside a facility and being able to 
stay at home as long as possible are enhanced if you planned ahead, including a plan 
for how to pay for care options that are less likely to be covered by payers of last 
resort such as Medicaid. 
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Why People Do Not Plan Ahead 

Even though there are important advantages of planning ahead, people still often do not 
do so. Even when people are aware of and acknowledge these advantages, there are still 
emotional and logistical barriers to plaiming ahead. Some factors are more important for 
certain people than others. But all play some part. They include; 

• Lack awareness of the risks of needing care. While awareness is growing, many 
people still do not realize that the chance of needing long term care in the future is as 
high as six out of 10. Considering the “risks” that people insure and plan for 
everyday, it is extraordinary to think that people are not planning for something with 
such a high probability of taking place. 

■ Lack awareness of the costs of care and who pays. Even if people do acknowledge 
the risks, many people do not realize that long term care is expensive and that existing 
insurance such as Medicare, health plans, or disability coverage do not pay for long 
term care. Some people understand that Medicaid pays for long term care, but do not 
understand the eligibility requirements and the nature of choice and coverage 
available under Medicaid. 

■ Most people do not realize that, if they need long term care for an extended time, 
it is most likely to be paid for out-of-pocket. Consumer publications review the 
“government programs” that pay for long term care, but people are likely to skip the 
“fine print” that goes into more detail about when government programs will and will 
not pay. People do not understand that long term care is much more than skilled care. 
They often think that Medicare will cover most of their long term care needs because 
skilled care is paid for by Medicare. Another source of confusion is the “pie chart” 
showing that Medicare and Medicaid pay for the majority of care. While this is true 
on an aggregate basis, most people with income and assets will pay for extended long 
term care out-of-pocket. 

■ Denial also plays a role. Many people avoid thinking about or discussing the 
possibility that they might be disabled or dependent. Many hope that it will not 
happen to them. 
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■ Competing planning priorities. There are many day-to-day issues as well as long- 
range plans that require attention, such saving for college or handling a pressing 
medical or financial situation. Because people tend to avoid planning for long term 
care, it often takes a back seat to these other planning priorities. 

■ Difficulty in discussing long term care issues. While it is difficult for people to 
acknowledge that long term care is a possibility in the future, it is also especially 
difficult to talk with family about long term care issues. However, talking with family 
about care options for example is an important part of planning. Adult children feel 
“guilty” prying into their parents’ lives by discussing plans they may have made. Will 
their parents think they are trying to shirk their responsibilities to care for their aging 
parents? Or that they are trying to “insure their inheritance?” Similarly, elderly 
parents do not want to burden their adult children with the responsibilities for care- 
giving as they age. Thus, both elderly parents and adult children avoid discussing this 
important issue. 

■ Understand the benefits of planning. While many people do acknowledge the 
benefits of planning or at least recognize them, they may not have internalized the 
benefits enough to act on them. Often other barriers to planning interfere with that. In 
focus groups, many people can name advantages of planning ahead - citing many of 
the items raised above. However, knowing that those benefits are there, and then 
knowing how to get there, are two different things. 

■ Understand how to plan. The “How To” is an important place where people need 
help in planning ahead for long term care. Fear of doing it wrong, or making a 
mistake or simply not knowing how to begin can hold someone back. People are 
concerned with “scams” preying on worries around health and getting older, so they 
may be additionally skeptical of information or products targeted to help them plan 
ahead and think about long term care needs. 
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Attachment Three - 
PERSONAL PLANNING STORIES 



on health 



(NAPS)— Kathi Oaliay. a 
PlainsboTO, New Jersey resident, 
is getting ready for retirement. In 
addition to savings and retire- 
merit plans, she has purchased 
long-term care insurance (1/l’Clt 

But Gallay 55 and has no 
plans of leaving the 
worki'nrce anylirne 
soon. In fact, she's 
on her way back to 
school to get another 
i degree. \Vhy vv'ould 
j anyone in her posi* 
lion be thinking 
about long-term care, lot alone 
purcha.sing inssurance? 

She credits one person, whose 
experience made her realize how 
important it. is to plan ahead. 

‘‘This i.s all bji^use of my 
Momr Lrallay explains. 

After her father pa.ssed away, 
Gallay's mother ICdiLh refused to 
move closer to her family. A .strong- 
willed and independent woman, 
Edith was in her early 70s. in good 
health and had nimiorous friend.^; 
in her community. Despite the 
etToils of Galiay and her .sister to 
ciiange her mind, Edith wsls deter- 
mined to remain in Florida. 

“Since she wouldn’t move, v.'c 
insisted that she purchase long- 
term care insurance,” Galiay 
G.xpiains. “Just in case.” 

Because of Editlrs age at en- 
rollment, the pi*emiuins were con- 
siderably higher than for a 
younger person. However, the fam- 
ily made the investment because it 
gave them peace of mind concern- 
ing Iheir mother s future. 

Three years later. Edith went 
blind. 


“We never expocu'd that,” Giil- 
la 3 ' recalls. “Despite this .setback. 
Mom was slil! in good health and 
wanted to remain in Morida. Tlw 
only way to make ii work was to 
use the insurancr.’.” 

Long-term care in.?urance 
enabled the family to hire a r.ur?^s 
aide to visit Edith several times a 
week. This benefit meant Edith 
could continue to live at home in 
Fhuida near her friends. It al.so 


helped preserve F.dith's djgnily 
and independence while she ad- 
justed to the loss of her sight. 

In light of this experience, Gal- 
lay and her sister made an impor- 
tant decision. After investigating 
several different policies three 
years ago. both sisier.s purchjised 
long-term care insurance for 
thcmselv'es. 

“When I turned 50, 1 ju.st 
started tfhnking that I needed to 
move in a new' direction,” Galiay 
explains. “1 wanted the assurance 
that I will he taken care of ade- 
quately and comfortably. 1 wanted 
the sarjc peace of mind that we 
had when our mother was .sud- 
denly take/i ill.” 

Many people w'ant that same 
kind of assurance but know little 
about long-term or the vari- 
ety of resources which are cur- 
rently available. Many assume 
that Medicare or their personal 
savings will be more than siif/l- 
cient. Galhiy strongly disagrees. 

“(.ong-t{jrin care can cost over 
$80,000 a year,” GalJay explains. 
“I like to know- that whatever I 
have, my family will have when 
Fm gone. I want my savings to go 
to my family.” 

“What happened to my Mom 
could happen to you or to any 
memlier of your family,” she says. 
‘'Everyone needs to talk about this 
with loved ones and to understand 
the issues involved. The way to 
start is (o ask questions and to 
find answers that w'ork for you.” 

“Own Your Future," a new pro- 
gram sponsored by fcxienil govern- 
ment and coordinated by the New 
Jersey Department of ffealth and 
Senior Services, is it g(X)d place to 
begin to learn about long-torjn 
care plannir.g. By dialing a toll- 
free number, New Jersey resi- 
dents can receive a free planning 
kit, including a guide for long- 
term care and an audio CD with 
helpful information ai)out this 
issue. 

The toll-free number for “Own 
Your Future” is 1-,S(KL1TAN-L1'C 
11 -86f>-752-65S2). 
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Planning Ahead for Long-Term Care: 

The Key to Preserving Financlaf Security, Choice, and [Mgnity 


(NAPS) — Most people have to 
learn about long term care the hard 
way — when they or a loved one has 
an illness or iiyury requiring exten- 
sive, or even life-long care. That’s 
when they learn that the need for 
long-term care can strike anyone; 
that care is expensive; and that long- 
term care isn’t covered by traditional 
medical insurance or by Medicare. 

Fortunately for Sandra Smoley, 
farmer CaUfornia Secretary of Health 
& Welfare, she learned about loitg 
term care before the need arose 
within her own family — in time to 
plan ahead. Afew 3 ^ears after Sandra 
purchased long-term care insur- 
ance — ^through her employer — for 
herself and her husband, Sandra's 
husband was diagnosed with a rare 
but serious medical condition. 

As a result, he now requires 24- 
hour care to assist him with basic 
activities such as bathing, dressing, 
meals, and getting to and from the 
toilet. But private long-term care 
instirance coverage allows Sandra's 
husband to receive the long-term 
care he needs in his own home, dur- 
ing the day from a home health aide 
and at night from his wife and 
daughter. 

Without the insurance, they 
might have had to consider a 
nursing home — or Sandra might 
have had to quit her job. But, as 
Sandra puts it, “Having coverage 
affords me the privilege of being 
able to keep him at home. And — 
I’m able to work and have a sem- 
blance of a life ... It allows me to 
stay balanced so that I am a much 
better caregiver because I don’t 
have it 24 hours a day. I have 
some relief. It’s allowed me to get 
my arms around what’s happen- 
ing in our lives.” 

If you want to make a start at 
planning ahead, call toll-free 1 
877 682-4872 for a free Guide to 
Long-Term Care Insurance or 
click on the consumer information 
section of http-y/www.hiaa.oig. 



“Having tong-term care cover- 
age affords me the privilege of 
being able to keep my husband 
at home. And, I’m able to work 
and have a semblance of a 
life....Long term care insurance 
let me get my arms around 
what’s happening In our lives." 

Sandra Smoley 
former California Secretary 
of Hearn & Welfare 
Pttoto by Dick ScOmfcK, courtny of tfw 
Sact a amtito Bo* 

Having Long-Term Core InsuroiKe: 

• lni|)rov«SK(85StO(|iKililif toreomilefs 
you dioose wittre you get tore. 

• Cuts out-offodcet tods iBHf keeps you 
from having to rely on the government's 
progroin for ie poor. U.S. Dept, of HeoMi 
& Kumon Servkes stu^ estiMte ftiot 
people witfi IJC nsuronce save between 

and $75,000 in nursing home 
tosts, end more dvin $100,000 for 
ossidedkving. 

• Ensures <|aohy of Hfe for your 

twefver. ® 
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Long-Term Caregiving: One Man’s Story 


(NAPS) — A growing number of 
American men provide long-term 
care (LTC) for a loved one. One 
man, who started helping to care 
for his mother in 1997 when she 
suffered a stroke, has some advice 
for the government on how to 
make this easier on everyone 
involved. 

According to a study fay the 
National Alliance for Caregiving: 

• Many men struggle to bal- 
ance employment and eldercare 
responsibility. 

• Men are just as likely as 
women to be Ae primary caregiver. 

• More men than women 
reported having to forgo work- 
related travel. One-quarter con- 
sidered a job change to better 
accommodate eldercare demands. 

• More men than women pro- 
vide long distance care. 

Fortunately for one such care- 
giver, Steve Kahn, his mother has 
LTC coverage through the Califor- 
nia Public Employee Retirement 
System (CalPERS) to help pay for 
a team of caregivers. 

Private coverage can mean a 
richer range of choices, takes the 
burden off family finances, and 
keeps policyholders from having 
to rely on Medicaid. 

“Without CalPERS long-term 
care coverage. Mom would have 
had to move into a facility,” Kahn 
says. “I don't think she would 
have survived the move. CalPERS 
LTC coverage helped save my 
mother’s life." 

With private coverage, The 
MetLife Study of Employed Care- 
givers found, family caregivers 
suffer less stress, have twice the 
odds of staying in the workforce, 
and face fewer workplace disrup- 
tions and less social stress. 

Kahn is also working to change 
federal public policy to encourage 
more Americans to secure the pro- 



Long-term care Insurance can be 
a lifesaver for many families. 


tection of private LTC insurance. 
He joined U.S. Representatives 
Nancy Johnson (R-CT) and Earl 
Pomeroy (D-ND), AARP, and 
AAHP-HiAA to increase aware- 
ness of the difference LTC cover- 
age can make. 

Congress is considering a bill 
sponsored by Johnson and Pomeroy, 
the “Long-'Term Care and Retire- 
ment Security Act of 2003" (H.R. 
2096). Senators Chuck Grassley 
(R-Iowa) and Bob Graham (D-PL) 
have introduced corresponding 
Senate legislation (S. 1335). These 
bills would strengthen federal tax 
incentives for private long-term 
care insurance coverage and pro- 
vide tax relief to families already 
struggling with long-term care 
needs. 

If you have views or experi- 
ences regarding long-term care, 
you can share them with your rep- 
resentatives in Washington by 
writing to the U.S. Senate, Wash- 
ington, DC 20510 and the House 
of Representatives, Washington, 
DC 20515. 
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The Chairman. Eileen, how expensive are your products for a 45- 
year-old as opposed to a 65-year-old? 

Ms. Tell. Well, my company doesn’t have a single product. We 
represent about 40 different insurers. We are an outsource partner 
for them. I believe in the industry, the average premium across all 
ages, across all types of products is about $1,500, $1,700 a year. 
That is the average annual premium that is being spent. 

People seem to focus on a price point of what they can spend, 
and younger people buy richer coverage, which makes sense for the 
needs they might have. More uncertainty about what they might 
need. Older people have perhaps a finer focus on what their needs 
are going to be and are able to pinpoint their coverage more cost 
effectively. 

The Chairman. Do you think that most people who have health 
care coverage, they just assume that that includes long-term cov- 
erage? 

Ms. Tell. To a great extent, that is true. That is why we found 
if people said to us, “I am looking at my health plan to see if it 
covers long-term care,” we thought that was a great planning ac- 
tion. Trying to get the message to people that small steps make a 
big difference. 

Talk to your family about what your preferences are. There is a 
real disconnect between adult children feel like they are aban- 
doning their parents if they talk about insurance products or other 
options for planning ahead. The parents want a lot of financial and 
emotional independence from their children. They want loving rela- 
tionships, not hands-on caregiving and financial support. 

The Chairman. I believe you referenced that tax credits are bet- 
ter than tax deductions. Is that because it is found money and it 
is now as opposed to later? 

Ms. Tell. I think that is a part of it. There may be other factors 
at work that we have not yet analyzed. For example, how well it 
is communicated. 

The State of Minnesota did an enrollment, and the first sentence 
of the letter told people there is a $500 tax credit in your State. 
That makes this insurance program an even better deal for you. 
Look at it carefully. 

So the more strongly it is presented is also going to make a dif- 
ference. Not all States have done the work around communicating 
that feature that perhaps they can. 

The Chairman. You note in your testimony that 87 percent of 
people age 45 years and older are uninsured for long-term care. 
That 80 percent, only a 7 percent difference, are insured for long- 
term after they are 65. Those aren’t very impressive figures, are 
they? 

Ms. Tell. They are not. In fact, comparing this year’s index to 
the previous one, we have lost a little ground. Now, to be frank, 
we have lost some ground because population growth is outstrip- 
ping purchase and policies, and there is a switch in the dynamics 
of who is buying. 

The over 65 population has about I think it is 80 percent unin- 
sured, compared to 90 percent for the baby boomer population. So, 
we have done a better job reaching the older population. That is 
where the focus of attention was in the early years. But now, as 
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work site products have grown and programs like the Federal pro- 
gram and State employees programs, we are more effectively reach- 
ing the baby boomer population. 

So the average age at which people buy is coming down, which 
is also a really good thing for affordability. So, those dynamics have 
changed the comparison in numbers over time as well. 

The Chairman. You also reference, I think, in your statement 
that the Deficit Reduction Act does do more to incentivize through 
education and also making it more affordable, long-term care. Are 
you optimistic that we are going to see some improvement? 

Ms. Tell. I am. I am also optimistic from the indirect education 
that will come as another element of the deficit reduction act are 
the Medicaid changes. 

I think you already see the media sending a message about the 
importance of planning for long-term care and taking a different 
focus on this issue than perhaps they have before. I think they are 
a really important intermediary to reach consumers as well. 

The Chairman. Thank you very, very much, Ms. Tell. 

Mr. Cheung. 

STATEMENT OF MALCOLM CHEUNG, VICE PRESIDENT, LONG- 
TERM CARE PRUDENTIAL FINANCIAL, LIVINGSTON, NJ 

Mr. Cheung. Good morning, Mr. Chairman. 

My name is Malcolm Cheung, and I am vice president and actu- 
ary for long-term care at Prudential. 

Today, I am representing the American Council of Life Insurers, 
a Washington, DC-based national trade association representing 
more than 350 member companies that offer life insurance, annu- 
ities, pensions, long-term care insurance, disability income insur- 
ance, and other retirement and financial protection products. 

We are delighted that this Committee is addressing an important 
issue facing this Nation — long-term care insurance — through the 
hearing process. We applaud Chairman Smith and Ranking Mem- 
ber Kohl for drawing attention to this matter, and we are pleased 
to discuss with the Committee the role that private long-term care 
insurance plays in helping to provide the retirement security of 
millions of middle-income families. 

Currently, about 55 percent of those aged 85 and older require 
some form of long-term care, and about 19 percent of all seniors — 
these are individuals over the age of 65 — suffer some degree of 
chronic impairment. By the year 2050, it is estimated that up to 
5.4 million seniors will need the services of a nursing home, the 
most costly form of long-term care, and another 2.4 million will re- 
quire home health care. 

The cost of long-term care is high and increasing, averaging more 
than $60,000 annually for a semi-private room in a nursing home, 
$18.50 per hour for a visit by a home health aide, and an annual 
base rate of more than $30,000 for the services of an assisted living 
facility. 

Since 1990, the price of nursing home care has increased at an 
average annual rate of 5.8 percent, which is almost double the 
overall inflation rate. Private long-term care insurance currently 
pays for only 8 percent of total nursing home expenditures, but 36 
percent of overall health expenditures. There is clearly a large gap 
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in the financing of long-term care services that long-term care in- 
surance can help fill. 

Currently, almost 75 percent of all nursing home expenditures 
are paid by Medicaid or out of pocket by those needing the care. 
If three quarters of individuals between the ages of 40 and 65 who 
can afford long-term care insurance — we define affordability as 2 
percent of your income at age 40 grading up to 5 percent of your 
income starting at age 60 — were to purchase and maintain a policy 
throughout their senior years, then by the year 2030, annual sav- 
ings in Medicaid nursing home expenditures would total about $19 
billion a year, and annual savings in out-of-pocket expenses would 
total $41 billion per year. 

Both the individual and the group, or the employer-sponsored, 
segments of the long-term care insurance market are evolving and 
growing. The American Council of Life Insurers, with the assist- 
ance of America’s Health Insurance Plans, recently surveyed long- 
term care insurance providers and found that the market has 
grown to nearly $7 billion in annual premiums and now covers over 
5 million Americans. 

Between 2003 and 2004, the individual long-term care insurance 
market grew 7.5 percent, and the group market grew 25 percent, 
in large part due to the enrollment at the Federal long-term care 
plan. The amount paid out in claims has also increased, with car- 
riers paying a little over $2 billion in benefits in 2004, which was 
about 20 percent more than what they had paid in the previous 
year. 

Because private long-term care insurance is priced on the as- 
sumption that an individual will hold the same policy and pay the 
same premium until they need long-term care, premiums vary sig- 
nificantly depending on the age of the policyholder at policy issue 
and the specific benefits and coverage chosen. 

Additionally, younger candidates for policies are much more like- 
ly to pass underwriting screens than are older candidates. For 
these reasons, consumers are encouraged to purchase insurance 
while they are in their 40’s and 50’s, when premiums are lower and 
more affordable. 

The Chairman. How much lower, and how much more afford- 
able? 

Mr. Cheung. Depending on what plan design you buy, you can 
pay as low as $500 per year for a fairly comprehensive plan at age 
40, but you would need to pay about $1,500 per year at age 60 or 
65. 

The Chairman. If you buy it at 40, does that rate stay relatively 
static or 

Mr. Cheung. The premiums are intended to be level. So that is 
why they are so much lower. You are paying for your coverage over 
a longer period of time. 

The Chairman. I think that would be a real selling point. 

Mr. Cheung. Yes, it is. 

Long-term care insurance products continue to evolve to give pol- 
icyholders more choices and flexibility at the time of claim. When 
long-term care insurance was first offered, most plans were nursing 
home only. Recently, more flexible care options and consumer pro- 
tections have become available. Today, most policies provide cov- 
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erage for care received at home, in an adult day care facility, in an 
assisted living facility, or in a nursing home. 

Additionally, plans are now guaranteed renewable. They have a 
30-day “free look” period. They offer inflation protection. They 
cover Alzheimer’s disease. They have a waiver of premium provi- 
sion, and some plans actually offer unlimited lifetime benefit peri- 
ods. Benefits are paid when a person needs help with two or more 
activities of daily living or is cognitively impaired. 

There are many ways that public policy can better encourage in- 
dividuals to prepare for their future needs by purchasing long-term 
care insurance. The recent passage of provisions in the Deficit Re- 
duction Act to allow for the expansion of the Long-Term Care Part- 
nership is a great example. 

Consumers that purchase long-term care insurance policies in 
the Partnership program would fully utilize their benefits prior to 
qualifying for Medicaid. They will be allowed to protect personal 
assets on a dollar-for-dollar basis as defined in their policy. 

The momentum continues with other important proposals to en- 
courage more Americans to prepare for their future long-term care 
needs. Another way to encourage the purchase of long-term care in- 
surance is by passing H.R. 3912. This bill would make product 
combinations possible, satisfying the evolving needs of some indi- 
viduals by facilitating the addition of a long-term care rider to ei- 
ther a life insurance or an annuity contract. 

It would also update the tax code to include long-term care insur- 
ance contracts and riders among the insurance products that can 
be exchanged on a tax-deferred basis. Such provisions are also 
found in Senator Santorum’s Aging With Respect and Dignity Act, 
and we commend him for that. 

Although product combinations may prove to be an effective and 
attractive alternative to stand alone long-term care insurance for 
many individuals, even more broadly appealing solutions to the fi- 
nancing of long-term care would be the passage of an above-the- 
line deduction for long-term care insurance premiums and meas- 
ures to permit long-term care insurance policies to be offered under 
employer-sponsored cafeteria plans and flexible spending accounts. 

Long-term care insurers are also closely evaluating other recent 
legislation that recognizes the importance of the tax incentive com- 
ponent to encourage the purchase of long-term care insurance, such 
as Chairman Smith’s long-term care trust accounts proposal. We 
applaud Chairman Smith and his staff for their leadership on long- 
term care insurance issues and look forward to a continued strong 
working relationship. 

Congress should not pass on this opportunity to definitively help 
Americans plan for their long-term care costs by allowing individ- 
uals to pay for long-term care insurance through cafeteria plans 
and flexible spending accounts, as well as through combination 
products for those paying for long-term care insurance outside of 
employer-sponsored plans. 

These would enable more Americans to pay privately and to have 
the choice of a variety of services and care settings and would have 
a significant impact on the public policy challenges related to the 
combination of rising long-term care costs, rising long-term care 
needs, and rising strains on the Medicaid budgets. 
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In conclusion, ACLI looks forward to working with this Com- 
mittee to help Americans protect themselves against the risks and 
high cost of long-term care. 

Thank you. 

[The prepared statement of Mr. Cheung follows:] 
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My name is Malcolm Cheung and I am Vice President and Actuary for 
Long-Term Care at Prudential. Today 1 am representing the American Council of 
Life Insurers (ACLI), a Washington D. C.-based national trade association 
representing more than 350 member companies that offer life insurance, 
annuities, pensions, long-term care insurance, disability income insurance and 
other retirement and financial protection products. 

By way of background, I joined Prudential’s Long-Term Care Division in 
June of 1999. My current responsibilities for Prudential include pricing, product 
development, contracts, compliance, financial reporting, and risk management 
(underwriting and claims) for Prudential’s group and individual long term care 
insurance products. I am also a Fellow of the Society of Actuaries, where I serve 
as the Secretary of the Long-Term Care Insurance Section Council; a member of 
the American Academy of Actuaries, where I serve on the Federal Long-Term 
Care Task Force; and am the current chairman of the American Council of Life 
Insurers’ Long-Term Care Policy Committee. 

Prudential Financial has been in the long-term care insurance business 
since 1986 when it issued its first group long-term care insurance contract. 
Prudential entered the individual long-term care insurance market in 1999 
offering one of the first comprehensive products with a cash payment option. 
Today, Prudential is one of the fastest growing long-term care insurance carriers 
and is firmly committed to helping Americans achieve and maintain financial 
security in retirement. 

We are delighted that this Committee is addressing an important issue 
facing this nation - long-term care - through the hearing process. We applaud 
Chairman Smith (R-Oregon) and Ranking Member Kohl (D-Wisconsin) for 
drawing attention to this matter, and we are pleased to discuss with the 
Committee the role that private long-term care insurance plays in helping to 
provide the retirement security of millions of middle-income families. 
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ACLl recently released a comprehensive update on its landmark study 
titled “Long-Term Care Insurance or Medicaid: Who Will Pay for Baby Boomers’ 
Long-Term Care?". Many of the statistics I will share with you today come from 
this important research, which can be found at www.acli.com. 

Currently, about 55 percent of those 85 and older require some form of 
long-term care and about 19 percent of all seniors suffer from some degree of 
chronic impairment. By 2050, it is estimated that up to 5.4 million seniors will 
need the services of a nursing home - the most costly form of long-term care - 
and another 2.4 million will require home health care. 

The cost of long-term care is high and increasing, averaging $69,422 
annually for a private room or $61 ,116 annually for a semi-private room in a 
nursing home, $18.58 per hour for a visit by a home health aide, and an average 
annual base rate of $30,265 for the services of an assisted living facility. Since 
1990, the price of nursing home care has increased at an average annual rate of 
5.8 percent - almost double the overall inflation rate. 

Current Financing for Long-Term Care Services 

Total annual expenditure on long-term care for the elderly is estimated to 
be $135 billion, which accounts for over 9.7 percent of total spending on health 
care for persons of all ages. This is roughly 1 .2 percent of the U.S. GDP. 

Because baby boomers are aging and the cost of care is increasing, total 
spending on nursing home care is expected to more than triple over the next 25 
years and to increase more than five-fold in the next 45 years. These increases 
will place a heavy burden on Medicaid and ultimately on taxpayers, most of 
whom are working-age adults. Currently, there are about 5 working-age adults 
per senior, but by 2030, there will only be 2.9 - a 40 percent decline. This decline 
will occur while both the need for and cost of long-term care increase. 
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Given the strong possibility that the typical senior will require long-term 
care, and given the escalating costs of that care, \whether elderly boomers enjoy 
a comfortable retirement or suffer economic hardship may depend largely on 
their ability to afford long-term care. Most boomers have not planned for this 
reality and face the prospect of paying large sums out-of-pocket or relying on 
Medicaid. (In its current form, Medicaid only covers the cost of long-term care 
after a senior has spent down virtually all assets and retirement income.) Neither 
option is very appealing and may leave seniors and their spouses impoverished, 
with few long-term care choices. 

• Long-Term Care Insurance 

Private insurance currently pays for 8 percent of total nursing home 
expenditures but 36 percent of overall health expenditures. There is clearly a 
large gap in the financing of long-term care services that private insurance can 
fill. 


If three-quarters of individuals between the ages of 40 and 65 who can 
afford long-term care insurance were to purchase and maintain a policy 
throughout their senior years, then by 2030, annual savings in Medicaid nursing 
home expenses would total $19 billion, and annual savings in out-of-pocket 
expenses would total $41 billion. 

Both the individual and group (employer-sponsored) segments of the long- 
term care insurance market are evolving and growing. The American Council of 
Life Insurers, with the assistance of America’s Health Insurance Plans, recently 
surveyed long-term care insurance providers and found; 

• The market has grown to nearly $7 billion in premiums, and now covers 
over 5 million people. 



45 


• Between 2003 and 2004, the individual long-term care insurance market 
grew 7.5 percent and the group market grew 25 percent. 

• The amount paid out in claims has also increased with carriers paying 
$2.1 billion in benefits in 2004, about 20 percent more than in the previous 
year. 

Because private long-term care insurance is priced on the assumption that an 
individual will hold the same policy and pay the same premium until they need 
long-term care, premium rates vary depending on the age of the policyholder at 
policy issue and the specific benefits and coverage chosen. Additionally, younger 
candidates for policies are much more likely to pass underwriting screens than 
are older candidates. For these reasons, consumers are encouraged to purchase 
insurance while they are in their 40s and 50s, when premiums are lower and 
more affordable. 

The typical buyer of long-term care insurance is aged 55-60 (although the 
average age of those who enroll in group plans is in the forties), married, 
college educated, with an annual income in excess of $50,000. Women are 
more likely to buy coverage than men. Although the market for long-term 
care insurance is growing, most Americans have not yet purchased this 
insurance protection. Impediments to even greater market growth include 
competing demands for discretionary income, limited tax incentives to 
purchase long-term care insurance, and the lack of awareness of the need to 
plan for potential long-term care expenses. 

Long-term care insurance products continue to evolve to give 
policyholders more choices and flexibility at the time of claim. When long-term 
care insurance was first offered, most plans were nursing home-only. Recently, 
more flexible care options and consumer protections have become available. 
Today, most policies provide coverage for care received at home, in an adult day 
care facility, in an assisted living facility, or in a nursing home. Additionally, plans 
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are now guaranteed to be renewable, have a 30- day “free look" period, offer 
inflation protection, cover Alzheimer’s disease, have a waiver of premium 
provision, and offer unlimited benefit periods. Benefits are paid when a person 
needs help with two or more activities of daily living (such as eating, dressing, or 
bathing) or is cognitively impaired. 

• Long-Term Care Partnerships 

One way to ease budget burdens for the government and individuals is 
through the Partnerships for Long-Term Care program. The United States 
Congress passed important provisions to allow for the expansion of long-term 
care partnerships in the recent Deficit Reduction Act, which was signed by 
President Bush on February 8. 

The Partnerships allow consumers to purchase a long-term care policy 
whose benefits must be fully utilized prior to qualifying for Medicaid. Because 
consumers utilized their insurance coverage under the Partnership, they can 
protect assets equal to the amount of Partnership plan benefits received. The 
Partnership concept is currently operational in four states: California, 
Connecticut, Indiana, and New York. 

Many states are now vigorously working to seize this new public policy 
opportunity by passing state plan amendments to their Medicaid programs and 
creating implementation frameworks. Insurers anticipate that the Partnership, in 
addition to the changes to Medicaid eligibility standards that were also a part of 
the Deficit Reduction Act, will provide greater incentive to purchase long-term 
care insurance in new states that choose to participate, as it has in the four 
current states. 


Flexible Retirement Security Proposal 
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Many Americans preparing for their future recognize retirement security 
has multiple components — there is a need to accumulate assets while working, 
manage those assets in retirement, prepare for premature death, and be 
financially prepared in the event that long-term care is needed. Currently, there 
are a limited number of products available to accomplish all of these different 
goals. In fact, the tax code limits the ability to combine different products. 

H.R. 3912, The Flexible Retirement Security for Life Act of 2005, 
introduced by Reps. Nancy Johnson (R-Conn.), Phil English (R-Pa.), and 
Stephanie Tubbs Jones (D-Ohio), would make product combinations possible — 
satisfying the evolving needs for some individuals by facilitating the addition of a 
long-term care rider to either an annuity or a life insurance contract. It would also 
update the tax code to include long-term care insurance contracts and riders 
among the insurance products that can be exchanged on a tax-deferred basis. 
Under the leadership of House Ways and Means Chairman Thomas (R-Calif.), 
this bill was incorporated into the House’s pension reform bill and ACLI strongly 
urges Members of this Committee to support it as the House and Senate meet in 
conference. 

This proposal would create more flexibility and choice for American 
consumers. During working years, individuals could accumulate assets in an 
annuity; at retirement, depending on the needs of the individual, that annuity 
could be used to provide lifetime income. Throughout, a long-term care insurance 
rider to the annuity would pay long-term care benefits. For the long-term care/life 
insurance combination, the life insurance would serve its critical function of death 
protection, while also being available to provide funds for payment of long-term 
care costs. 

While stand-alone long-term care insurance is key for many individuals, 
others may be deterred due to the absence of a savings accumulation feature 
within the product. Permitting long-term care coverage to be combined with the 
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savings and asset management available in an annuity, as well as the death 
protection in a life insurance policy, enhances the ability of Americans to 
structure their long-term care planning to suit their retirement planning and estate 
planning needs. 


• Tax Incentives 

Although product combinations may prove to be an attractive alternative to 
standalone long-term care insurance for some individuals, an even more broadly 
appealing and effective solution to the financing of long-term care would be the 
passage of S. 1244, the “Long-Term Care and Retirement Security Act of 2005." 
Cost is a major reason why more Americans have not yet purchased long-term 
care insurance. This measure provides individuals with a phased-in above-the- 
line federal income tax deduction for the eligible portion of the premiums they pay 
to purchase long-term care insurance. In addition, the measure would permit 
long-term care insurance policies to be offered under employer-sponsored 
cafeteria plans and flexible spending accounts; and would clarify that a qualified 
long-term care policy could be exchanged tax-free for another qualified long-term 
care policy better suited to the insured’s needs. Finally the bill includes a phased- 
in tax credit to individuals with long-term care needs or their caregivers of up to 
$3,000. 

Long-term care insurers are also closely evaluating other recent legislation 
that recognizes the importance of the tax incentive component to encourage the 
purchase of long-term care insurance, such as Chairman Smith’s Long-Term 
Care Trust Accounts proposal. We applaud Chairman Smith and his staff for 
their leadership on long-term care issues and look forward to a continued strong 
working relationship. 


Congress should not pass on this historic opportunity to definitively help 
Americans plan for their long-term care costs by allowing individuals to pay for 
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their long-term care insurance premiums through cafeteria plans and flexible 
spending accounts, as well as through flexible retirement security combination 
products for those paying for long-term care insurance outside of employer- 
sponsored plans. This could have a significant impact on the public policy 
challenges related to the combination of rising long-term care costs, rising long- 
term care needs, and rising strains on the Medicaid budget. Individuals will have 
the ability to pay privately and have the choice of a variety of services and care 
settings. Such provisions are also found in Senator Santorum’s (R-Penn.) Aging 
with Respect and Dignity Act (S.2281) and we commend him for it. 

Future Financing for Long-Term Care 

Insurers continue to educate Americans that a financially secure 
retirement includes a plan to cover future long-term care expenses. To help 
educate consumers on how to select and purchase a long-term care insurance 
policy, ACLI maintains educational brochures and information on its website that 
encourage consumers to do their homework when considering the purchase of 
long-term care insurance. For example: 

1 . Look for insurance companies that are reputable, consumer oriented, 
financially sound and licensed in their particular state; 

2. Take time when making a purchase, ask for and read the outline of 
coverage of several policies; 

3. Understand what the policy covers and ask questions to be clear about 
what the policy is not intended to cover; and 

4. Understand when the policy becomes effective, what triggers benefits and 
if it is tax deductible at the state and/or federal level. 

The federal government and the states have also recognized the need to 
educate individuals in the workplace to plan to cover their future long-term care 
needs. The federal government, by Act of Congress, has taken the lead and set 
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the example for other employers by offering federal employees and their families 
the protection of long-term care insurance. Through this program, federal 
employees are able to help protect their retirement savings from a long-term care 
event and will have the choice of providing care for themselves or a family 
member in the home, through assisted living or in a nursing home. 

States Promoting the Purchase of Long-Term Care Insurance 

Last year, the Department of Health and Human Services began a federal 
project to increase awareness among retirees and near-retirees about the need 
to plan ahead for potential long-term care needs. Governors of five pilot states 
conducted long-term care awareness campaigns over a three-month period, 
starting in January 2005. The campaign included press conferences, mailings to 
50- to 70 year-olds in each state, advertising and follow-up mailings. The five 
states include Arkansas, Idaho, Nevada, New Jersey, and Virginia. Phase 2 of 
this “Own Your Future" Campaign, which began this January, includes Kansas. 
Maryland, and Rhode Island - and is designed to reach 5 million households in 
the target market. 

States are supporting the purchase of long-term care insurance in a 
number of ways. About half the states have implemented long-term care 
insurance programs that offer state employees/retirees the opportunity to 
purchase long-term care insurance coverage. Twenty-four states provide tax 
incentives for purchasing long-term care insurance. Most state tax deductions 
share some features with federal rules - allowing all or part of premiums and 
expenditures to be deducted. Three states provide a tax deduction or credit for 
employers offering group long-term care insurance policies. As more than 77 
million baby boomers approach retirement, the rapidly aging workforce, together 
with more employees caring for elderly parents, heighten the importance of long- 
term care planning as a workplace issue. 
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Private Long-Term Care Insurance: An Important Part of the Answer 

In conclusion, we believe that protection and coverage for long-term care 
is critical to the economic security and peace of mind of all American families. 
Private long-term care insurance is an important part of the solution for 
tomorrow' s uncertain future. As Americans enter the 21®* century, living longer 
than ever before, their lives can be made more secure knowing that long-term 
care Insurance can provide choices, help assure quality care, and protect their 
hard-earned savings when they need assistance in the future. We also believe 
that the costs to Medicaid - and therefore to tomorrow ' s taxpayers - will be 
extraordinary as the baby boom generation moves into retirement, unless middle- 
income workers are encouraged to purchase private insurance now to provide for 
their own eventual long-term care needs. Education, options, incentives and the 
efficient use of both public and private resources are critical to our nation's ability 
to finance long-term care in the decades ahead. 

Again, ACLI looks forward to working with this Committee to help 
Americans protect themselves against the risk and high cost of long-term care. 
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The Chairman. Malcolm, I want to highlight something from 
your testimony that you indicated that the annual savings in Med- 
icaid nursing home expenses would total $19 billion. That is as- 
suming all seniors got into this, right? 

Mr. Cheung. That is based on the assumption that 75 percent 
of people between the ages of 40 and 65 who could afford it had 
long-term care insurance. Roughly half of Americans would be able 
to afford it, based on the definition that I mentioned previously. 

The Chairman. So if 70 percent of those between 40 and 65 

Mr. Cheung. Who could afford it. 

The Chairman. Who could afford it, got, bought long-term care, 
Medicaid would save $19 billion. But a lot more importantly to 
those individuals, they would save $41 billion? 

Mr. Cheung. Over 40 billion, right. Yes. 

The Chairman. That is a staggering amount of savings that 
would flow from obviously doing everything we can to get that 70 
percent to participate. 

Mr. Cheung. Yes, it is. 

The Chairman. Now you also mentioned that you are no longer 
in your policies requiring seniors just to go into a nursing home? 

Mr. Cheung. Correct. 

The Chairman. You are giving them choices of other, you know, 
home care and 

Mr. Cheung. Yes. Most people want to receive their care for as 
long as possible in a home-like setting. So home health care is very 
important. 

The Chairman. Assisted living? 

Mr. Cheung. Those are becoming much more popular. They are 
expanding very significantly, and most policies, especially the 
newer policies that are being sold today, would provide coverage in 
an assisted living facility as well. 

The Chairman. What does that mean in terms of expense to your 
company? Giving those seniors the choice, don’t those choices result 
in lower cost to you? 

Mr. Cheung. Depending on what choice they make, they could 
result in either lower or higher costs. I mean, if somebody went 
into an assisted living facility as an alternative to a nursing home, 
that would be lower in cost. If someone went into an assisted living 
facility as an alternative to home care, that might actually increase 
costs. 

So when insurance companies design their products and price 
their products, they have to take into account where they think 
people who are buying these policies will be getting their care, in 
which site, and for how long in each site. 

The Chairman. Would it be correct to assume that home care is 
less expensive than assisted living? 

Mr. Cheung. Home care is usually less expensive than assisted 
living unless you get home care for 12 to 24 hours a day, in which 
case it tends to be more expensive. 

The Chairman. Assisted living is less expensive than nursing 
home? 

Mr. Cheung. Generally, yes. It is about roughly half the cost of 
a nursing home, yes. 
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The Chairman. Well, that is what I have been trying to preach 
around here is at least to eliminate the Federal bias. I have noth- 
ing against nursing homes, but we have a bias toward driving 
Medicare and Medicaid folks into nursing homes. Whereas giving 
them the choice, they may choose to be at home, and the savings 
are there for the Government. 

Mr. Cheung. Yes, I think there are some States that are experi- 
menting and reimbursing or paying for care in sites other than a 
nursing home. But there is still a strong institutional bias in the 
Medicaid program. 

The Chairman. Thank you very much, Malcolm. 

Mr. Cheung. You are welcome. 

The Chairman. Joanne Vidinsky, thank you very much for being 
here, and we are anxious to hear your testimony. 

STATEMENT OF JOANNE VIDINSKY, INSURANCE PURCHASER, 
SAN FRANCISCO, CA 

Ms. Vidinsky. Thank you. 

Good morning, and it is an honor be here representing the Alz- 
heimer’s Association and to discuss my in-laws’ heroic efforts to 
cope with the ravages of Alzheimer’s disease and the effect of their 
experience on my mother. 

In 1993, my mother-in-law, Velma, then age 78, showed the ini- 
tial signs of confusion and memory loss that began her battle with 
Alzheimer’s disease. Over the next 6 years, my father-in-law, Joe, 
cared for her at home in Ohio. It was hard 

The Chairman. How many years? 

Ms. Vidinsky. Pardon? 

The Chairman. How many years did he care for her? 

Ms. Vidinsky. Oh, at home? 

The Chairman. Yes. 

Ms. Vidinsky. He cared for her at home for 6 years. 

The Chairman. Wow. OK. 

Ms. Vidinsky. Yes. It was hard for me and my husband to help 
Joe because we live in California, and he also disguised the dif- 
ficulty of the situation to spare us the pain. 

At 83, Velma began behaving irrationally and could not take care 
of her most basic daily needs. It was a matter of honor for Joe to 
care for Velma himself. 

However, like many Alzheimer’s families, after years of caring for 
her, he could no longer do it alone, and he had to place Velma in 
the best nursing home he could find. He paid for it at a cost of ap- 
proximately $60,000 a year. Velma died after two years in the facil- 
ity. She was 86 years old. 

Joe had been a coal miner and a chemical plant supervisor. He 
was not wealthy. But he was able to pay for all of Velma’s care, 
and he started working in the mines when he was in eighth grade. 
He left school. He and Velma lived simply and saved money from 
every paycheck throughout their marriage of 63 years. 

In addition to their savings, Joe had excellent pension and re- 
tiree benefits from the United Mine Workers Union. Joe, at age 91, 
now lives with Alzheimer’s disease, and he pays for his care him- 
self in an assisted living facility. 
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My in-laws’ story has had a profound effect on my mother. Al- 
though she and my father worked hard in sales positions all their 
lives, their incomes were never high enough for them to save much 
for their retirement. As is common in the service industry, my par- 
ents did not retire with pensions or health henefits. 

My mother lives modestly on Social Security and a small amount 
of savings from a life insurance policy that my father had. My 
mother does not have a spouse to help her remain at home, and 
her financial resources would be drained paying for care. She 
would face impoverishment if it were not for the help she receives 
from my brother and me. 

At age 78, my mother heard about long-term care insurance from 
friends. We respected my mother’s desire to avoid becoming a bur- 
den and remain at home as long as possible and helped her buy 
a long-term care insurance policy. We knew that she could not af- 
ford the annual premiums herself, nor could she have waded 
through the complicated information available about long-term care 
insurance. 

Luckily, my mother was in good health at age 79. If she were ex- 
periencing symptoms of Alzheimer’s disease or another chronic ill- 
ness, we would not have been able to purchase a policy for her. The 
policy we purchased costs $10,000 a year and covers the care at 
home that my mother wants. We also made sure that the policy 
would pay benefits if my mother had cognitive impairment. 

For us, placing $10,000 a year in other investments might have 
been more financially sound. But the tradeoff is that our mother 
will not view herself as a burden to us with the long-term care in- 
surance policy that she has. 

My in-laws represent the end of the long-term care financing 
spectrum that can self-insure for long-term care. My mother rep- 
resents the other end of the spectrum. If she did not have children 
with the financial resources to care for her, she would have to rely 
on Medicaid if she acquired a disability. 

Unfortunately, most older people in this country cannot afford 
the average annual cost of $76,000 for nursing home care out of 
their own savings. Nor do they have children who can afford to buy 
long-term care insurance for them. The majority of older people 
must rely on Medicaid to help with long-term care when informal 
caregiving is no longer enough. 

As a nation, we are only beginning to wake up to the long-term 
care crisis that is brewing. The Alzheimer’s Association is pleased 
that the Government is addressing the issue through public edu- 
cation and expansion of the Long-Term Care Partnership Pro- 
grams. 

While education and incentives to purchase insurance are impor- 
tant steps, the current long-term care system does not work for 
millions of people who cannot access or afford insurance or are 
forced into poverty in order to get help. We should initiate a na- 
tional dialog immediately to reach consensus on a viable solution 
to the long-term care financing problem. 

In the meantime. Congress could take some incremental steps to- 
ward meeting families’ long-term care needs. Simple caregiver 
interventions, such as respite and counseling, can have a major im- 
pact on health care costs by delaying nursing home placement. 
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Providing care management for Medicare beneficiaries with mul- 
tiple chronic conditions would save health care costs and delay the 
need for institutionalization. In addition, requiring health and 
long-term care plans and providers to identify people with demen- 
tia would improve care and treatment for this population. 

Chairman Smith, thank you for holding this hearing on private 
long-term care insurance. While it may seem slightly off point, I 
am compelled to plead with you to support funding for Alzheimer’s 
research through the National Institutes of Health. 

I am a grandmother of an adorable toddler, David. He is cute. 

The Chairman. Yes, he is adorable. 

Ms. ViDiNSKY. Thank you. 

The Chairman. For the record, he is adorable. [Laughter.] 

Ms. ViDiNSKY. Thank you so much. I am not proud, right? 

But shown here on the cover of the Alzheimer’s Association an- 
nual report. To think that this beautiful child may become a victim 
of Alzheimer’s disease and travel the same journey that his great- 
grandmother Velma did overwhelms me with sadness. 

If we could prevent Alzheimer’s disease or even just slow its pro- 
gression and delay its onset for a few years, we could take a huge 
step toward relieving a staggering burden on our families and our 
long-term care system. That, perhaps more than anything else, 
could help us address the looming long-term care crisis. 

On behalf of the Alzheimer’s Association, all of the individuals 
and families we represent, I thank you again for your commitment 
to these issues and for giving me the opportunity to be here today. 

Thank you. 

[The prepared statement of Ms. Vidinsky follows:] 
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alzbeimeT’s Q]) association 


Testimony of Joanne Vidinsky 
San Francisco, California 
Before the Senate Committee on Aging 
March 9, 2006 


Good morning Chairman Smith and members of the Committee. It is an honor to be here 
before you this morning, representing the Alzheimer’s Association and its views on the 
role of private insurance in long term care financing. My family’s experiences with 
Alzheimer’s disease and the enormous cost of long term care illustrate the need for a 
comprehensive solution to the long term care challenges created by an aging population 
and increasing numbers of people of all ages with disabilities. 

I am in Washington today to tell you the story of my in-laws and their heroic efforts to 
cope with the ravages of Alzheimer’s disease and the effect of their experience on my 
brother and me as we helped our mother cope with her desire to avoid becoming a burden 
on her family. 

In 1993, my mother-in-law Velma, then aged 78, showed the initial signs of confusion 
and memory loss that began her battle with Alzheimer’s disease. Over the next 6 years, 
my father-in-law Joe cared for her at home in Ohio. It was hard for me and my husband 
to help Joe with the care, both because we were living in California and because he 
disguised the difficulty of the situation to spare us pain. 

Two years after the initial signs of the disease, Velma developed significant cognitive 
impairment that affected her judgment and ability to take care of herself and her home. 

At age 83, Velma began behaving irrationally and could not take care of even her most 
basic daily needs. It was a matter of honor for Joe to take care of Velma himself. 
However, like many other Alzheimer’s families, after years of caring for her, Joe could 
not do it alone. He had to place Velma in the best nursing home he could find and he 
paid for her care himself at a cost of approximately $60,000 a year. In 2001, Velma died 
after 2 years in the facility, visited every day by her devoted husband. 

Joe had been a coal miner and chemical plant supervisor, he was not wealthy. But, he 
was able to pay for all of Velma’s nursing home care because of his savings. Social 
Security, and retiree benefits. He started working in the mines in 8"’ grade, and he and 
Velma lived simply and saved money from every paycheck during their marriage of 63 
years. In addition to their savings, Joe had excellent pension and retiree health benefits 
from his membership in the United Mine Workers union. Joe, at age 91 , now lives with 
Alzheimer’s disease in an assisted living facility in San Francisco; his remaining savings 
pay for his care. 
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My in-laws’ story has had a profound effect on my mother. She v/ants to avoid becoming 
a burden to me and my brother. Although she and my father worked hard in sales 
positions all their lives, their incomes were never high enough for them to save much for 
their retirement. And, as is common in the service industry, my parents did not retire 
with pensions or health benefits. My mother lives modestly on her Social Security- 
benefits and a small amount of savings that came from a life insurance policy that my 
father had when he died from cancer 18 years ago. My mother is typical of most elderly 
w'omen who live alone; should she become disabled she does not have a spouse to help 
her remain at home and her financial resources would be drained after only a few months 
in a nursing home. Despite working her whole life and raising her two children, she 
would face impoverishment, if it were not for the help she receives from my brother and 
me. 

At age 78, my mother heard about long term care insurance from friends of hers who 
were buying it to preserve their independence and ability to remain at home. We 
respected my motlier’s desire to avoid becoming a burden and remain at home as long as 
possible and helped her buy a long term care insurance policy. We knew that she could 
not afford the annual premiums herself. Nor could she have waded through the 
complicated information available about long term care insurance to arrive at a good 
decision about w'hich policy to purchase. 

So my brother and 1 took on the responsibility of finding and paying for a policy. We 
received a brochure in the mail from the government that described the need for long 
term care insurance and visited several governmental and non-govemmental websites that 
only had general information available. Most of what we learned about specific policy 
options came from insurance agents. 

Luckily, my mother was in good health at age 79. If she already were experiencing 
symptoms of Alzheimer’s disease or another chronic illness, we could not have 
purchased the policy for her. The policy costs $10,000 a year and covers the care at 
home that my mother wants. We also made sure that the policy would pay benefits if my 
mother had problems with two or more daily activities or the equivalent in cognitive 
impairment. We decided not to purchase inflation protection or non-forfeiture benefits 
because of my mother’s age and our certainty that we would be able to continue paying 
premiums or supplement the long term care expenses if necessary. For us, placing 
S 1 0,000 a year in other investments might have been more prudent economically, but the 
trade off is that our mother will not view herself as a burden to us with the long term care 
insurance policy she has. 

My in-laws represent the end of the long term care financing spectrum that can self- 
insure for long term care, due to prudent budgeting and good retiree benefits. My mother 
represents the other end of the spectrum. If she did not have children with the financial 
resources to care for her, she would have to rely on Medicaid if she acquired a disability. 
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Unfortunately, most older people in this country cannot afford the average annual cost of 
$76,219 for nursing home care (Genworth Cost of Care Study, 2006) out of their own 
savings, nor do they have children who can afford to buy long term care insurance for 
them. The majority of older people must rely on the governmental Medicaid benefits to 
help them meet their long term care needs, when informal caregiving is no longer 
enough. This program requires impoverishment of its beneficiaries. There are very few 
options for those who cannot pay their way, other than to rely on Medicaid. 

As a nation, we are only beginning to wake up to the Long Term Care crisis that is 
brewing. Our Association is pleased that the government is addressing the issue through 
public education and expansion of the Long Term Care Partnership programs. The 
Deficit Reduction Act has two important new provisions. The Act creates a National 
Clearinghouse for Long Tenn Care Information that will educate consumers about the 
limitations of Medicaid and provide information that will help consumers choose among 
private long term care financing options. The Act also allows all states to implement 
Long Term Care Partnership programs. These programs, which have been piloted in five 
states for more than a decade, permit people who are able to buy qualified long term care 
insurance to keep some of their assets, if at some future time they must rely on Medicaid 
for help with long term care expenses. Creative solutions like the partnership program 
and education to help people plan for their long term care needs are an essential part of 
any solution to the challenge of long term care financing. It is important that states and 
the federal government move as quickly as possible to implement these programs 
nationwide. 

While education and incentives to purchase insurance are important steps, we need to 
think beyond the current long term care system because it does not work for millions of 
people who cannot access or afford insurance or are forced into poverty in order to get 
any help from the government. We believe that the crisis in long term care, fueled by a 
large and rapidly aging population, requires action now. We should initiate a national 
dialogue immediately to reach consensus on a viable solution to the long term care 
financing problem. The exact form of the solution is not clear, though it is clear that 
current budgetary constraints make it difficult to discuss additional governmental 
expenditures at this time. 

The Alzheimer’s Association envisions a public/private partnership for long term care 
financing that assists people before they are broken by the costs and consequences of 
their long term care needs. The partnership should ensure that those with few financial 
resources have access to a means-tested safety net, that people who can plan ahead for 
their long tenn care costs are encouraged to do so, and that there is a public sector 
program that provides a stable base of support and wraps around private benefits. It is 
important for private sector and public sector benefits to complement one another, with 
proper incentives and regulations to ensure affordable, meaningful protection. 



59 


In the meantime. Congress could take some incremental steps toward meeting families’ 
long term care needs. Simple caregiver interventions, such as respite, counseling, and 
supportive services can have a major impact on health care costs by delaying nursing 
home placement. Providing care management for Medicare beneficiaries with multiple, 
cltronic conditions would save hospital and home health costs, and delay the need for 
institutionalization. In addition, requiring health and long term care plans and providers 
to identify people with dementia would improve care and treatment for this population. 
Increased efforts to educate the public about the financial risk of long term care and 
financial incentives may induce those who can afford it, to do the necessary planning or 
purchase private insurance. 

Chairman Smith, thank you for holding this hearing on private long term care insurance 
and giving me an opportunity to testify. While it may seem slightly off the point, I am 
compelled to plead wdth you and your colleagues to support funding for Alzheimer’s 
research through the National Institutes of Health. I am a grandmother of an adorable 
toddler, David with another grandbaby due this summer. This is a photo of David on the 
cover of the Alzheimer’s Association Annual Report. To think that this beautiful child 
may become a victim of Alzheimer’s disease and travel the same journey as his great- 
grandmother Velma overwhelms me with sadness. If we could prevent Alzheimer’s 
disease, or even just slow its progression and delay its onset a few years, we could take a 
huge step toward relieving a staggering burden on our families and our health and long 
term care systems. That, perhaps more than anything else, could help us address the 
looming long term care crisis. 

On behalf of the Alzheimer’s Association and all the individuals and families we 
represent, I thank you again for your commitment to these issues and for giving me the 
opportunity to be here today. I am happy to answer any questions you may have. 
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The Chairman. Thank you very much, Joanne. That was a very 
heart-warming story of your family. 

As you relate the experience of your mother-in-law and father- 
in-law, that is a very noble story. We salute your father-in-law for 
caring for his wife in those circumstances of many years, and then 
you and your brother for making the provident choice of providing 
a policy for your mother. 

No doubt, she is relieved of a lot of anxiety that comes because, 
obviously, the cost to her would have been prohibitive if she had 
not that care or going into Medicaid, and that may not have been 
as good care as she deserves. 

Yours is a good story, and I think your admonition about Alz- 
heimer’s research is one that we need to heed. So thank you very 
much. 

Robert Friedland. 

STATEMENT OF ROBERT B. FRIEDLAND, Ph.D., FOUNDING 
DIRECTOR, CENTER ON AN AGING SOCIETY, WASHINGTON, DC 

Mr. Friedland. Good morning. Senator, Chairman Smith. Thank 
you for the opportunity to appear here and submit testimony for 
the record. 

I am Robert Friedland, a researcher and a professor at George- 
town University. 

Most people are not prepared for long-term care, but it seems 
that perhaps not enough people know it or are doing something 
about it. In one survey, 63 percent identified either with the state- 
ment, “I really haven’t given any thought to how I would pay for 
long-term care,” or “I don’t have a plan to pay for long-term care 
because I don’t expect I will need it.” 

It is worth noting the similarity with retirement planning. For 
example, in a different survey, 58 percent of workers age 45 or 
older said that they had not tried to calculate how much money 
they would need to have saved by the time they retired. Yet 67 per- 
cent of workers expressed confidence that they would have enough 
to live comfortably in retirement. 

Everyone knows they should eat right, exercise regularly, and 
save for retirement. Yet nearly half the population is overweight, 
does not exercise regularly, and does not regularly save for retire- 
ment. Only 65 percent of workers with an employer-sponsored plan 
participate. Virtually all workers can contribute to an individual 
retirement account, and yet less than 10 percent do. 

While, fortunately, participation rates increase with age and in- 
come, far too many workers withdraw funds when they change 
jobs, and most IRA participants were already saving, simply trans- 
ferring their taxable savings to tax advantaged accounts. 

So despite the encouragement and the incentives, much stands 
in our way, even for goals to which we aspire. Nobody aspires to 
physical dependency. Nobody is looking forward to needing long- 
term care. So why should we expect people to be better prepared 
for the things in life that we seek to avoid than for the things to 
which we aspire? Thank goodness for Social Security. 

It troubles me deeply that far too many people end up with so 
little in savings. Social Security ensures that they will not be poor. 
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but their inability to effectively build on this base has kept them 
from living well. 

It is a mixture of private insurance, employer efforts, the dis- 
cipline to save, and social insurance that helps pool the financial 
risks of many of life’s contingencies, that is, contingencies other 
than long-term care. For these contingencies, it is the social insur- 
ance that sets the terms for the private market. 

Since most long-term care is provided by family, financed out of 
pocket, or supplemented by Medicaid, the payer of last resort, the 
long-term care system is fragmented, inefficient, inequitable, and, 
in most places, inadequate. 

In 15 years, there could be dramatic increases in the size of the 
long-term care population. There will be dramatic declines in fam- 
ily size and in the rate of growth in the labor force. Whether you 
are rich or poor, have private insurance or Medicaid, access to 
needed long-term care will be dearer than it is today. 

This is likely to be true even if everyone has purchased long-term 
care insurance. In fact, as the proportion of the population with in- 
surance increases, the price of care is likely to increase faster than 
the supply of services, resulting in the possibility of making access 
worse for everyone. 

We witness this market force in health care, but long-term care 
insurance has a fundamentally different role in the market than 
does health insurance. Health insurance covers medically necessary 
care. Long-term care insurance is merely a fixed-dollar benefit, cho- 
sen by the consumer decades earlier. 

Health insurers have financial incentives to work toward a more 
effective and efficient health care system. No such similar market 
forces are at work with long-term care insurance. There is nobody 
in charge within the system the way physicians are in our health 
care system. 

Because we use public resources to encourage long-term care in- 
surance, it is incumbent on us to work toward developing a more 
effective delivery system and a more effective structure in which 
long-term care insurance can insure the risks we face. 

While I wish we could encourage people to save more for retire- 
ment — and I commend you for putting your efforts in that direc- 
tion — and I wish more people would insure more of the insurable 
risks, simply encouraging more people to purchase long-term care 
insurance is not sufficient to improve the delivery of long-term 
care. 

Premiums paid today will do nothing for the system. We need to 
address the organization, delivery, and financing of care now if we 
are to ensure that insurance will be even more effective in the fu- 
ture when insurance claims are paid. 

Thank you for holding this hearing, and thank you for allowing 
me to comment. 

[The prepared statement of Mr. Friedland follows:] 
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A growing demand for long-term care 

The diagnosis and treatment of disease and disability continues to change 
dramatically. These advances have not only resulted in increases in life 
expectancy but also have increased the likelihood that we will need long-term 
care at some point in our lives. Many more people are living longer with chronic 
health conditions as well as with physical and cognitive frailties resulting in more 
people who need help, over an extended period, with the tasks of daily life. It is 
the nature of this assistance that is commonly called “long-term care.” 

Anticipated demographic trends ensure that the number of people needing 
long-term assistance is likely to double between now and 2030.^ Increasingly, 
after 2015, those needing care will be more likely to not have any children or 
certainly fewer children, on average, to depend on for assistance than in previous 
generations. Moreover, the decline in fertility rates which are the root cause for 
the relative decline in adult children will have also slowed the growth in the labor 
force, making it more difficult for long-term care providers to find workers. 

Without changes in financing arrangements that lead to changes in the 
organization of service delivery, access to needed care could be more difficult to 
obtain, even for the well to do, than it is today. State Medicaid programs, which 
pay tor a substantial share of long-term care, will feel even greater pressure, 
finding it necessary to finance more care among a growing number of people 

' U.S. Department of Health and Human Services (HHS) & U.S, Department of Labor (DOL) The 
Future Supply of Long-Term Care Workers in Relation to the Aging Baby Boom Generation: 
Report to Congress (Washington, DC: Office of the Assistant Secretary for Planning and 
Evaluation, 2003), http://aspe.hhs.gov/daltcp/reports/ltcwork.htm. 
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desperate for assistance. Providers of long-term care will face the challenge of 
delivering quality care from within an exceptionally tight labor market. 
Unfortunately, simply getting more people to purchase long-term care insurance 
will not by itself change this situation. A much more concerted effort is likely to 
be necessary. 

Defining iong-term care 

Long-term care is the assistance that people need when they are no 
longer able to fully function on their own for a substantial period of time. People 
who need long-term care may need hands-on assistance or stand-by supervisory 
assistance to eat, use the toilet, get out of bed, get dressed, bathe, take their 
prescription drugs, go shopping, get to the doctor, obtain groceries, cook meals, 
clean laundry, manage their money, or maintain their home. Many who need 
long-term care are no longer physically able to undertake these tasks while 
others are physically capable but due to cognitive impairments, need what is 
called either visual or verbal queuing as well as continual supervision in order for 
it to get done. 

While some of life’s tasks can be scheduled there are critical tasks that 
cannot. Shopping for groceries, paying bills, and doing the laundry for example 
are less time sensitive and therefore are referred to as Instrumental Activities of 
Daily Living (lADLs). Other limitations such as eating, toileting, bathing, or 
moving about are more time sensitive. These tasks are referred to as Activities 
of Daily Living (ADLs). 
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Public programs and private insurance use measures of Activities of Daily 
Living to trigger minimum eligibility criterion. For example, many long-term care 
insurance policies do not pay benefits until after a claimant has limitations in two 
or more activities of daily living and after a waiting period in which they have 
been purchasing services to provide assistance for those limitations. Families, 
however, often step in to provide assistance long before someone has limitations 
in two or more ADLS. Hence someone might be in need assistance for many 
years prior to meeting this trigger and then, although they have been getting 
assistance from family would need to purchase assistance, for 30 to 90 days, 
prior to being able file an insurance claim. Similarly, Medicaid will not process an 
application until the person has limitations in 3 or more Activities of Daily living 
regardless of the needs prior to this point. 

The risk of needing iong-term care 

We are all at risk of needing long-term care. Genetic abnormalities at 
birth, cognitive imperfections, accidents, degenerative chronic conditions, as well 
as strokes and frailty have resulted in a diverse population in need of assistance. 
In 2000, an estimated 9.5 million people nationwide needed iong-term care.^ 
Although the risk does increase with age, about 38 percent of the long-term care 
population is under the age of 65. Both the incidence and prevalence are, 
however, quite low until about age 75 or older. In 2000, for example, about 2 


Rogers, S. & Komisar, H. (May 2003) Who needs long-term care? Fact Sheet (Washington, DC: 
Georgetown University Long Term Care Financing Project), 
http://ltc.georgetown.edu/pdfs/whois.pdf. 
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percent of the population age 1 8 to 64 needed long-term care; whereas nearly 
two-thirds of people age 85 or older needed care.® (See Figure 1). 

Over a lifetime, at least one study, based on micro-simulations predicted 
that after age 65, 70 percent of people will at some point over the remainder of 
their lives need long-term care.** The variation in the scope and depth of care, 
however, is considerable. For example, in this particular simulation it was 
estimated that between age 65 and the end of their life, about 10 percent were 
likely to need less than one year of long-term care; 40 percent might need 
between one and four years, but that about 20 percent were likely to need care 
for five or more years. 


^ Georgetown University Health Policy Institute's analysis of data from the 2000 National Health 
Interview Survey (NHIS) 

“ Presentation of forthcoming paper by Peter Kemper and Harriet Komisar from the Georgetown 
Financing Long-Term Care project. 
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Figure 1 

^ Prevalence of People with Long-Term Care Needs by Age Group 

0.9 ; 
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64% 



Under Age 65 6S-84 85 and older 


Age Group 

Source; Qeorgelowt University Health Policy Institute analysts ol data from the 20CM> National Health Interview Survey; and Centers for 
Disease Control and Prevention: The National Nursing Home Survey: 1999 Sconmary. 


Nationwide about 83 percent of those who need long-term care live in the 
community, not in a nursing home.^ Figure 2 provides a breakdown of where 
the long-term care population lived in 2000. Where people live, however, is not a 
good proxy for their level of needed assistance. There is no question that people 
in nursing homes need a tremendous amount of assistance, however, there are 
people living in the community who need just as much help. About 24 percent of 
assisted living residents, for example, were found to have cognitive impairments 
analogous to the level of impairment that is found in more than one-third - 38 


® Georgetown University Health Policy Institute analysis of data from 2000 National Health 
Interview Survey (NHIS) and the National Nursing Home Survey: 1999 Summary, Centers for 
Disease Control and Prevention (CDC). 
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percent - of nursing home residents.® Similarly, about 1 2 percent of residents 
age 65 or older in community housing with services received assistance with 3 or 
more ADLs.’’ 


Figure 2 


People Living In the Community or a Nursing Home with Long-Term Care Needs 
by Age, 2000 


Community 
Residents 
Age 65 to 84 



Total s 9.5 million 

Note; Long-term care population among community residents is delined as someone three and older who responded that, due to a 
physical, mental, or emotional problem, they needed the h^p of another person with personal care needs, such as eating, bathing, 
dressing, or getting around inside the home: or someone t0 and older who needs the help of another person In handling routir>e 
needs. Anyone in a nursing home is considered part of the long'term care porM;latlon. 

Source; Rogers, S. & Komisar, H. {May 2003) Who needs k>ng-lerm care? Fact Sheet (Washington. OC: Georgetown University Long 
Term Care Financing Project), hnpy/ltc.georgetown.edu/pdfs/whols.pdf. 


® Office of Disability, Aging, and Long-Term Care Policy, Assistant Secretary for Planning and 
Evaluation (July 2003) Estimates of the Risk of Long-Term Care: Assisted Living and Nursing 
Home Facilities (Washington, DC: U.S. Department of Health and Human Services), 
httD://asDe.hhs.oov/daltCD/reDorts/risl<est.htm . 

^ Federal Interagency Forum on Aging Related Statistics (November 2004) Older Americans 
2004: Key Indicators of Well-Being (Washington, DC: Federal Interagency Forum on Aging 
Related Statistics, p. 55). 
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Long-term care: An insurable event 

The annual risk of needing long-term care is very low, only becoming 
modest at very old ages. However, both the duration and scope of long-term 
care sen/ices needed is extremely variable. Two people with limitations in 2 or 
more ADLs may have very different needs resulting in extremely different 
expenditure levels, even if the duration of their long-term care needs were to be 
the same. For example, five years of nursing home care today might cost around 
$325,000. Five years of home care, at 40 hours a week might cost between 
$125,000 and $150,000; while five years of assistance for one day during the 
week in order for the caregiver to get a break might cost about $50,000. The 
expected cost of five years of care therefore might be about $1 60,000 plus or 
minus $120,000. Availability of family, the ability to modify the home and 
incorporate various technologies, the physical layout of the home, the availability 
and type of paid assistance, and even the personality of the person in need of 
assistance could all have a bearing on the costs. Given this variability, it would 
be far more efficient if everyone in the community contributed the expected cost 
of care into a pool that then financed the actual care that is needed by those in 
the community who turn out to need care. 

The low risk but potentially expensive cost of care makes long-term care 
analogous to health care. Over a lifetime we can all expect to use health care, 
but at any point in time, the vast majority of health care use is attributable to a 
relatively small percentage of the population. Whether or not we are looking at a 
group of healthy workers or groups of persons at greater health care risk such as 
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those enrolled in either Medicare or Medicaid, this general phenomenon holds. 
Generally, about 80 percent of the group expenditures are usually undertaken on 
behalf of about 20 percent of the group. This is why medical care is an insurable 
event. 

Planning for long-term care 

Most people probably do not have realistic plans for how they are going to 
pay for long-term care. In a 2004 survey conducted by the Peter D. Hart 
Research Associates for the National Academy of Social Insurance, people were 
asked: “Which of the following statements best describes your planning for long- 
term care?” About 37 percent responded: “I have developed a plan to pay for 
long-term care if I need it." Among the remaining 63 percent most said, “I really 
haven't given any through to how 1 would pay for long-term care," or "I do not 
have a plan to pay for long-term care because 1 don’t expect I will need it.” ® 

While it is likely that there is a modest degree of hubris on the part of 
those who say they do not need a plan as well as those who say they have a 
plan, we are left with the impression that nearly 40 percent think they are 
prepared and 60 percent know they are not prepared. Interestingly, it is not a 
simple case of denial, since 35 percent of respondents said that it was very likeiy 
that they or their spouse might need long-term care someday. And when asked 
how they might pay for it, 32 percent said they would rely on long-term care 


® Tabulated survey results from Peter D. Hart Research Associates, Inc., March 2004 Study 
#7172 
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insurance, 28 percent said they would pay tor it out of savings, and 23 percent 
said they would rely on a government program. 

It is worth noting the similarity between thinking about long-term care and 
retirement income. For example, in a survey conducted by the Employee Benefit 
Research Institute, 58 percent of workers age 45 or older said that they had not 
tried to calculate how much money they would need to have saved by the time 
they retired. What raises concerns of hubris is that, although 42 percent of 
workers said they had calculated how much they would need, about 66 percent 
of workers expressed confidence that they would have enough money to live 
comfortably in retirement.® 

About half of all workers have access to an employer sponsored 
retirement plan, and yet only 65 percent of workers participate. Virtually all 
workers can contribute to an Individual Retirement Account (Roth or Regular) 
and even if they can’t deduct their contributions they can take full advantage of 
the tax deferral on the funds’ earnings, and yet less than 10 percent of workers 
do. Fortunately, with age and income, participation rates in both IRAs and 
employer plans do increase. 

Given the relatively late planning for retirement that seems to occur, it is 
not surprising that long-term care planning would not be any more advanced. 
After all, retirement is considered a goal, while dependency is not. For most 


® Encouraging Workers to Save; The 2005 Retirement Confidence Survey, Issue Brief, Employee 
Benefit Research Institute, No. 280, April 2005. 
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people the “default planning" for long-term care is learning the hard way what it 
means to apply for assistance from the state Medicaid program. 

On the other hand there are really only a few options available to 
individuals. Clearly a step in the right direction would be to get people to 
recognize the need to plan for this contingency within their retirement planning. 
Saving more, generally, might be a good option. But saving for long-term care is 
not efficient and is likely to not be sufficient. Hence, even if one could save for 
long-term care, it would not be clear how much to save. Invariably savings will 
be either too little or too much.’® 

Beyond increasing savings one can buy into an insured “life-care 
community,” or “continuing care community.” These communities offer 
independent living in an apartment with assisted living services, medical 
services, skilled nursing services and long-term care, usually all in one location. 

In a true life care community, the community pools the risk of needing long-term 
care. Everyone is charged the same initial and ongoing fees and it is hoped that 
these fees will be sufficient to cover the costs of those who end up needing long- 
term care. Moving into a life-care community not only means leaving one’s home 
but does require that the applicant be in good health and be able to afford both 
the initial and the ongoing fees. Their primary risk is that the community priced 
those fees correctly. If the fees are too low there may be the need for additional 
assessments which in turn can lead to members moving out and perhaps 

It should be noted that “reverse mortgages' (which are more expensive than “forward” 
mortgages), do provide a way of spending the equity in one’s home without having to move out of 
the home. 
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bankruptcy of the community. Most people have not embraced this option, in 
part because they either prefer to remain in their current neighborhood or they 
cannot afford the move, or both.” 

Another option is long-term care insurance policy. The term, "long-term 
care insurance’’’ however, may be a somewhat misleading. Technically these 
policies insure a fixed benefit amount for a fixed benefit period. Because 
consumers choose the scope and depth of coverage that they want or can afford, 
long-term care insurance policies do not necessarily cover the full financial risk of 
long-term care or all services needed. Nevertheless, long-term care insurance 
policies do offer the advantage of pre-funding a set amount of the financial risk 
associated with long-term care and do so on a tax preferred basis. 

The market for long-term care insurance, as measured by sales of 
policies, has been growing rapidly. However, long-term care insurance is not 
available to children, young adults, or most persons with medical conditions. 
Moreover, the monthly premiums are not affordable (relative to income) to the 
majority of older people. Although, it is likely that long-term care insurance 
premiums may be affordable to nearly half of the population under age 50.’® 


” Center on an Aging Society tabulations of income and assets data suggest that only 8 percent 
of the population age 65 or older had home equity sufficiently large to finance this move. If 
people were willing to sell their home and liquidate financial assets then about 35 percent of the 
population age 65 and older would have total net wealth sufficiently large to afford moving to a 
life-care community. 

For example, a $200/day 5 year comprehensive policy with inflation protection and a 30 day 
waiting period would cost about 6 percent of gross income for 50 percent of the population age 40 
to 50; but would cost 24 percent of gross income or more for 50 percent of the population age 65 
and 85 percent of gross income for 50 percent of the population age 75. Center on an Aging 
Society tabulations based on the premiums for the long-term care insurance policy available to 
federal employees and Census Bureau estimates of household income. 
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In 2004 there were an estimated 4.2 million individual and 1 .9 million 
employer-sponsored group long-term care insurance policies in force.’^ While 
more than 6 million people with a long-term care insurance policy is significant, it 
is a small fraction of the overall population. In 2002, the largest employer in the 
United States, the federal government, began offering its workers, annuitants, 
and family members of workers and annuitant’s access to a long-term care 
insurance policy marketed jointly by John Hancock Life Insurance Company and 
Metropolitan Life Insurance Company through Long Term Care Partners, LLC. 
As of March 2005, there were over 208,000 individuals enrolled in the federal 
long-term care insurance program.’’' While this is a substantial number of 
policyholders, it is a relatively small percentage of the more than 20 million 
federal employees and annuitants and their dependents that are estimated to be 
eligible to purchase this insurance. 

These facts underscore how difficult it has been for insurers to get people 
to purchase a policy. Most sales required the concerted effort of a trusted 
insurance broker or agent.’® In part, the difficulties stem from the product itself. 
Most insurance is purchased based on contemporary facts, like the value of the 


Douglas, J. (2004) Long-Term Care and Medicare Supplement {Wmdsor, CT: LIMRA 
International). And, Douglas, J. (2004) U.S. Group Long-Term Care Insurance (Windsor, CT: 
LIMRA International, Inc.). See also Friedland, Robert and Stephanie Lewis, Choosing a Long- 
Term Care Insurance Policy: Understanding and Improving the Process, Brookings Institution, 
November 2004. 

At the end of 2004 206,200 policies had been sold. See Long Term Care Partners, January 
1 1 , 2005 “0PM Announces Addition of 5,500 Enrollees in Federal Long Term Insurance Program 
in 2004" Press Release (Washington, DC: U.S. Office of Personnel Management 
(0PM)), http://www.ltofeds.com/about/resourcejibrary/press_release/opmannounces2004enrolls 
es.html. Paul Forte, an executive with the combined company selling the policy announced in an 
hprW 2005 public meeting that over 208,000 had been sold. 

Douglas, J. L & Ash, P. E. (2005) U.S. Buyers and Nonbuyers of Long-Term Care Insurance 
(Windsor, CT: LIMRA International, Inc.) 
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home, the value of the car, the cost of health care, the anticipated cost of college. 
Moreover, as contemporary circumstances change, there is at least annually an 
opportunity to change the policy. The fact that the policy can be changed 
enables consumers to shop around and compare published service records of 
insurers. This is not true for long-term care insurance. Long-term care insurance 
is purchased once. Moreover, while our understanding of the nature of the long- 
term care may change, contemporary facts, like the cost of nursing home care, 
are barely relevant.- Nevertheless, the purchase of a policy means having to 
decide critical factors like the elimination or waiting period, the benefit period, and 
the daily benefit amount. How does one make a rational choice about whether or 
not they should have a 30 or 90 day waiting period, a 3 year, 5 year, or lifetime 
benefit period, or whether the daily benefit should be $200 or $400 a day? Once 
the choice is made, the premiums will continue until the policy is dropped. 
Changing policies is very expensive, particularly after you have held a policy for 
10 or more years.’® 

Without an immediate and dramatic increase in the proportion of the 
population buying long-term care insurance, it will probably take another century 
before long-term care insurance is a substantial source of finance long-term care. 


Level premium policies, tike long-term care insurance, ensure that the annual premium will far 
exceed the risk of needing long-term care in the vast majority of the years in which the policy is 
in-force. In the first 10 years, most of the premiums being collected are for paying sales 
commissions and is just beginning to pre-fund the risk that will not be covered in the later years in 
which the policy is held. So for example, if a 50 year old Federal employee purchases a 3 year, 
$100 per day policy with a 90 day waiting period, the annual premium would be about $746. Lets 
assume that after 1 0 years he decides that what he really should have bought was a $200 a day 
benefit with a 30 day waiting period since he now realizes that he is not likely to have the extra 60 
days of nursing home care in his savings account. So, after 10 years of reflection he now applies 
for and is new policy and drops the old policy when accepted. The new policy at age 60 is now 
$2,563 per year and he has just spent $7,460 on a policy that is no longer in-force. 
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However, even if it were it is not at all clear how a fixed daily dollar benefit would 
address the fundamental financing and delivery issues of long-term care. 

Without question, policies, particularly in conjunction with savings, would be of 
tremendous benefit to Individuals. However, there will be market consequences 
that could easily undermine access to care. 

The effect of demographic shifts on the cost and avaiiability of 
iong-term care, even in the presence of iong~term care insurance 

After 2020, the demographic shifts that are upon us may make it harder 
for everyone to gain access to long-term care. Generally, after that point in time, 
the number of people needing assistance is likely to increase faster than the 
population available to provide assistance. Advances in technology and 
modifications in homes will help considerably, but most long-term care will still 
require a person in the same room as the person who needs long-term care. 

Those at greatest risk of needing long-term care are people age 85 and 
older. Census Bureau population projections suggest that between now and 
2020, and there will be plenty of adult children potentially available to help their 
parents.^^ After all, by definition, the baby-boom reflects the fact that mothers of 
children born between 1 946 and 1 964 were more likely to have had 3 or more 
children while mothers prior to 1 946 and after 1 964 were more likely to have had 
1 or 2 children. 


Robert B. Friedland, Caregivers and Long-term Care Needs in the 2f‘ Century: Will Public 
Policy Meet the Challenge, Georgetown University Long-Term Care Financing Project, August, 
2004 
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As more people are able to finance care with a long-term care insurance 
policy, it is quite likely that the cost of care will increase faster then the supply of 
available care. If this occurs, any fixed dollar benefit will be worth even less then 
it would have in the absence of the insurance induced inflation and hence the 
gap between the dally benefit amount and the cost of care may very well be 
significantly larger than overall anticipated inflation. As long as the Insurance 
policy is a part of a broader savings plan on the part of the policy holder, then 
many policy holders should be able to cover the shortfall with savings. However, 
could also mean that those without insurance and adequate savings may be 
forced to apply for Medicaid assistance sooner. While Medicaid has always been 
a very effective payer of last resort, more and more insured people might 
diminish the state’s political leverage. 

Most long-term care is provided by family 

Most long-term care is provided by family, friends and volunteers and 
therefore does not get tallied as an expenditure. Some call this informal care; I 
prefer to call it family care. Over two-thirds of Medicare beneficiaries, age 65 or 
older with long-term care needs only receive family care and 26 percent receive 
both family care and some form of paid formal care.'® Thus, in the community 
paid care, while critical, is not the dominate source of care. 


Federal Interagency Forum on Aging Related Statistics (November 2004) Older Americans 
2004: Key Indicators of Well-Being (\Nashington, DC; Federal Interagency Forum on Aging 
Related Statistics). 
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Most families have more than one caregiver, but the primary caregiver, 
which is typically the spouse or adult child, usually provides the most care and 
spends considerable effort coordinating the care provided by other family 
members as well as that provided by paid caregivers. The typical primary 
caregiver is a 46 year old woman who provides more than 20 hours of care each 
week to her mother (or mother-in-law).’® About 41 percent of all primary 
caregivers to care recipients age 65 or older are spouses and 44 percent are 
adult children.^® While for most circumstances paid care provided in the 
community is supplemental to family care, about 9 percent of persons age 65 
and older living in the community do not have any family care and receive allot 
their care through paid providers.®’ 

Although most long-term care is provided by family in people's homes or 
purchased by those who need assistance, long-term care expenditures are 
dominated by Medicaid and Medicare expenditures on nursing homes. This 
anomaly occurs because care in a nursing home is substantially different than 
care purchased to supplement family care at home and care purchased by 
Medicaid and virtually all of the care purchased by Medicare is for post-acute 
care or hospice care and not long-term care. All health care payers, including 
private health insurers as well as Medicaid and Medicare purchase post-acute 


National Alliance for Caregiving (NAC) & AARP (April 2004) Caregiving in the U.S. 
(Washington, DC: NAC & AARP, p.9) 

° Mack, K. & Thompson, L. (January 2005) A Decade of Informal Caregiving: Are today's 
informal caregivers different than caregivers a decade ago? Data Profile (Washington, DC: 
Center on an Aging Society), http://ihorp.georgetown.edu/agingsociety/pdfs/caregivers1-E.pclf 
Federal Interagency Forum on Aging Related Statistics (November 2004) Older Americans 
2004: Key Indicators of Well-Being (Washington. DC: Federal Interagency Forum on Aging 
Related Statistics). 
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care services provided by nursing homes and home health agencies as a way of 
minimizing inpatient hospital care expenditures. Medicaid and most health 
insurance plans also pay for hospice care which is also provided by home health 
agencies and nursing homes. 

Because the paid providers of long-term care also get paid to provide 
post-acute care and hospice care and because all health plans cover post acute 
care and most cover hospice care, it is not at all surprising that people would be 
confused about how long-term care is financed. While most people probably 
understand what a nursing home is, I would be surprised if most people could 
articulate the difference between post-acute care, hospice care, or long-term 
care - it all looks the same. 

Generally, in order of smallest to largest single payer source, long-term 
care providers are financed by long-term care insurance, health insurance, the 
Department of Veterans affairs, state programs not affiliated with Medicaid, 
families. Medicare, and Medicaid. At last count, 34 states had long-term care 
programs that were not a part of Medicaid.^^ Figure 3 shows the total spending 
on long-term care providers by payer. Nearly half of all the payments were from 
Medicaid. Over twenty percent of the payments were directly from persons using 
long-term care services. Virtually all of the private insurance payments are from 
health insurance for the coverage of post-acute care. 


Summer. L. (March 2001) State-Funded Home- and Community-Based Services (Washington, 
DC: National Governors Association), http://www.nga.org/cda/files/031901SERVICEPROG.pclf. 
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Figure 3 

National Spending for Long-Term Care, by Payer (2002) 


Total s $179.6 billion 


Medicare 



billion 

(17%) 


Medicaid 

$84.7 billion 
(47%) 


Private insurance 

$18.2 billion 
(10%) 


Out*ot*Pocket 

$37.2 billion 
( 21 %) 


Other Private 

$4.6 billion 
(3%) 


Other Public 

$4.2 billion 
( 2 %) 


Source; Komisar, H. & Thompson, 1. (July 2004) Who pays for long-term care? Fact Sheet (Updated) (Washington, DC; 
Georgetown University Long Term Care Financing Project). hnp://ltc.georgelown.edu^isAwhopays2004.pdf. 


Public discussions about long-term care and State 
efforts 

Although long-term care is an insurable event, for most people, 
including many with long-term care insurance, most of the risk is not insured. 
This has put the onus on individual families and state policy makers. States 
struggle to control their Medicaid expenditures, of which long-term care is a 
significant share. A central question for state policy makers has been how 
best to design home and community based programs that will shift 
expenditures from nursing home care to care at home. Nursing home care is 
far more efficient than care at home, but nursing home care cannot be 
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purchased in small increments. Home care, however, can be purchased by 
the hour. The cost of nursing home care for one person may be equivalent to 
about one hour of care for nine other people. 

At least 26 states have amended their tax code to provide explicit 
incentives, such as a tax credit or deduction for the premiums paid for long- 
term care insurance. It is hoped that by providing tax incentives, more people 
will purchase long-term care insurance. Furthermore, it is either assumed or 
hoped that insurance will delay or avoid the need for assistance from 
Medicaid. Obviously the tax incentive means a loss of state revenues and so 
the empirical question will be whether or not these forgone revenues will be 
less than or greater than the future Medicaid expenditures. 

Four states (CA, CT, IN, NY) established explicit partnerships with 
insurance companies to sell a policy that if purchased changes the resource 
test used for Medicaid eligibility.^® The approach varies slightly in each of the 
four states, but the basic idea is that those who purchase a state approved 
long-term care insurance policy would be able to apply for Medicaid 
assistance without counting some of their financial assets. For example, in 
Connecticut, if a partnership long-term care policy is purchased that will cover 
3 years of long-term care at $200/day then when this policy is exhausted (and 
$219,000 has been expended) then that policyholder will be able to exclude 
$219,000 from countable assets when they apply for assistance from 

A fifth state (Iowa) had the right to do so, but never did. As of last month all states will have the 
opportunity to establish partnerships and it has been reported that 16 states passed legislation in 
past years in anticipation of being able to establish a long-term care insurance partnership with 
Medicaid. ( htlD://www.iii.ora/individuals/lonalermcare/Hc partnership/ , accessed 3/6/06) 
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Medicaid. Note that the Medicaid categorical, functional, and income tests 
remain the same, however. 

It is hoped that by providing Medicaid on the back-end of the long- 
term care risk, people will be encouraged to purchase a policy. In essence 
the purchase of a 2 to 4 year long-term care insurance policy tied to Medicaid 
could effectively provide them with lifetime coverage, particularly for nursing 
home care. Moreover, unlike tax incentives encouraging the purchase of 
long-term care, there are virtually no up-front revenue losses to the state. 
States, however, are gambling that the long-term care insurance coverage 
will delay or even avoid many more middle-income persons from becoming 
eligible for Medicaid. This will certainly occur if people insure for more than 
they have in financial assets or if a disproportionate number of people 
receiving long-term care die prior to becoming eligible for Medicaid, 
otherwise, it is likely that persons who might never have become eligible for 
Medicaid will become eligible due to the partnership policy. 

It is still too soon to know how successful these four explicit Medicaid 
partnerships have been. It is worth noting that when the state focused on 
what should constitute a qualifying long-term care insurance policies, states 
took on a more protective role in regulating long-term care insurance policies 
sold in the state.^"* 


“ Alexis Ahlstrom, Emily Clements, Anne Tumlinson, and Jeanne Lambrew. The Long-Term 
Care Partnership Program: Issues and Options, accessed at www.retirementsecuritvDroiect.ora 
on April 26, 2005. 
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For a wide variety of reasons, sales for regular long-term care 
policies have dwarfed partnership policies. Overall, since 1994, about 
181,600 partnership policies have been sold in the four states, and as of June 
2004, about 149,300 policies were still in-force.^^ At that point, partnership 
policies represented less than 1 1 percent of all long-term care insurance 
policies sold in those four states.^® But more importantly, there have been 
few claims from which to firmly know how these policies will affect either 
Medicaid expenditures or the financing and delivery of long-term care in those 
four states. 

Although there have been broader discussions about financing long- 
term care in the past, lately most of the discussion has exclusively focused on 
expanding private long-term care insurance. The insurance industry would 
like all taxpayers to be able to deduct long-term care insurance premiums 
from their taxable income. Moreover, they would like all employees to be able 
to purchase long-term care insurance on a pre-tax basis through their 
employers’ health reimbursement or flexible savings account (or employee 
benefits cafeteria plan).^^ 

Proponents argue that the tax incentives would help to encourage 

sales by signaling the importance of long-term care insurance. Opponents 

suggest, citing the empirical literature on Individual Retirement Account 

That is, people were still paying premiums tor the policies. Data is from Julie Stone-Axelrad, 
Medicaid’ Long-Term Care Insurance Partnership Program, January 21 , 2005, CRS Report tor 
Congress. 

Based on data provided by America's Health Insurance Plans, 14 percent ot all policies ever 
sold were sold in these four states. 

These kinds of tax preferences are currently available to the self-employed and to those with 
Health Savings Accounts. 
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participation, which most of the forgone revenue would be on behaif of 
persons who wouid have bought the policy anyway. 

How will long-term care insurance help improve the 
organization and delivery of long-term care? 

Long-term care remains one of life’s greatest insurable contingencies for 
which virtually no one is insured. This is not surprising, given the confusion and 
misunderstandings surrounding long-term care, the nature of care itself, and the 
financing options available. 

There has only been one private sector effort to pool the risk. This is 
through what has been commonly called a Life Care or Continuing Care 
Community. Such communities have a rich history of success and failures in 
which the community pools the risk and provides the care that is need. This is 
done through the admission and monthly fees associated with moving into the 
community, but it does require moving, and doing so prior to needing long-term 
care. It also necessitates that the community price this risk properly or else face 
the risk of having to raise prices forcing out the healthy and leaving those in need 
of care. Too often this has resulted in bankruptcy. 

The only other option is to purchase long-term care insurance. But while 
long-term care insurance can effectively pool a portion of the risk, it is not the 
same as insuring the risk. As currently structured, long-term care insurance 
pools a fixed dollar amount that can be used to finance needed care, but there is 
no assurance that the amount selected will be right. It will either be too much or 



85 


too little. Of course these are not asymmetrical outcomes. Purchasing too much 
is inefficient but purchasing too little can be financially catastrophic for the policy 
holder. Anyone who purchases a long-term care insurance policy should 
consider the use of the policy as a part of an overall strategy that includes saving 
for long-term care. Of course, saving for long-term care is not the same as 
insuring the risk, either. 

Long-term care is almost entirely a personal and familial responsibility. It 
is, only after reaching a very high level of dependency and when all other familial 
and financial resources are gone do we then see appeals for help through the 
state Medicaid programs. The variation in state efforts to provide long-term care 
has affected the market for care in each state. As a consequence there is 
tremendous variation in access to care. 

The long-term care system is fragmented, inefficient and in most places 
inadequate and yet in some ways better than it has ever been. For the next 1 5 
years or so, there will be far more family and long-term care workers, relative to 
the size of the long-term care population than there has ever been. But unless 
there are dramatic improvements in the productivity among providers or a 
dramatic decline in disability rates, then in about 1 5 years, the relative size of the 
family and the paid caregiver labor-force will be dramatically smaller than the 
potential size of the long-term care population. 

After 2021 , whether you are rich or poor have private insurance or 
Medicaid, access to needed care will be dearer than it is today. This will be true 
even if everyone went out and purchased a long-term care insurance policy 
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tomorrow. In fact, as the proportion of the population with long-term care 
insurance increases, without improvements in the way long-term care is 
organized and delivered, the price of care is likely to increase even faster than 
the supply of services resulting in the possibility of making access worse for 
everyone, including those with long-term care insurance. 

Expanded long-term care insurance sales will not necessarily improve the 
delivery of care. There are no market forces to Improve delivery stemming from 
the insurance itself. Long-term care insurers, similar to life insurers, are simply 
insuring a fixed dollar amount. Policy holders are not indemnified - that is made 
whole - like they are with other insurance. They are not assured access to 
needed care, like health insurance. And, unlike other insurance, the purchase of 
long-term care insurance is made once, with premiums paid the rest of the policy 
holders’ life. 

Private long-term care insurance could serve a more effective role in 
improving the delivery of long-term care, but this would require a much larger role 
for the public sector. Public policies that encourage the sale of private insurance 
might be helpful to those who purchase the policy, but it is not completely clear to 
what degree this will lower future Medicaid expenditures or lessen the financial 
risk faced by those who need care, it is even less clear how such sales, decades 
away from the possibility of a claimant, will result in improving the organization or 
delivery of long-term care now. 



87 


The Chairman. Thank you, Robert. You have some wonderful in- 
sights. 

I agree with your testimony that saving for long-term care is not 
efficient and may not be sufficient. But I guess I am wondering 
how can we incentivize young people to get into programs or poli- 
cies that are inexpensive to them now? 

Mr. Friedland. Let me speak to the savings part. I think we 
have realized or I should say there is a collective opinion in public 
policy efforts moving forward to automatically enroll people in 
401(k) plans. So, I am hopeful that those kinds of legislation will 
pass, and that will make a huge difference. 

This is, as 0PM spoke, this is a hard sell. 0PM does all the right 
things, and of course, the numbers are quite impressive. But it is 
such a small percentage of that population, the 20 million that are 
eligible. 

I think the Government has a role in education, in making that 
point. I think when you use tax incentives, you do send a very clear 
signal that it is important. 

The Chairman. Well, I share your comments about Social Secu- 
rity, too, as being sort of the bedrock of people in retirement and 
eliminating elder poverty, frankly, in our country. 

But I think it is important for us as part of the education in Gov- 
ernment to note the very real arithmetic that awaits us because of 
the demographics of our country. These great social safety net pro- 
grams of Medicare, Social Security, Medicaid, in a quarter century, 
they are going to be the only programs left in the Federal Govern- 
ment on the current course. 

Now lest anyone be alarmed, I don’t think we will get to that 
point when we destroy the rest of the Federal Government over 
these three programs. I only say this that I have that confidence 
because I think, ultimately. Republicans and Democrats, when they 
are forced by the budgetary demands that are simply inescapable, 
that we will come together as Americans and figure this out. 

But that is going to entail some very, very hard and painful 
choices, which makes all the more important why we need to do 
what we can to help people to plan outside of Government for their 
futures. I doubt you would disagree with that. 

Mr. Friedland. I don’t disagree. 

The Chairman. Any comment, any suggestions how we solve all 
of these issues? 

Mr. Friedland. Well, unfortunately, it will take some invest- 
ment, I think, and I know how hard that is to do. It would be, in 
my mind, if we could begin to reorganize where the risks are in 
much the same way we have done in other sectors, where the pub- 
lic sector takes on a different part of the risk, making it easier for 
the private sector to insure that risk. 

I would love to see a day in which private insurance covers the 
care that we need when we need long-term care, instead of having 
to choose a $200 a day benefit and hoping that the inflation will 
be right so that when we get to making a claim, the $200 a day 
benefit is now worth $400 and that the cost is only $400. 

What happens when the cost is $600 or $800, and we haven’t put 
it in our plan, there is not enough in our savings to cover that gap? 



88 


We have got a policy that doesn’t cover what we need, and we are 
not rich enough to cover the gap. 

So, to do that, we need to circumvent the risk in a way so that 
the insurers could actually insure the risk and not just the dollar 
amount. 

The Chairman. Well, you know what I have said and what I 
think you are agreeing with, Robert, is while the demographic tsu- 
nami is approaching, we don’t want to alarm people. This doesn’t 
affect people on Social Security now, on Medicare now, on Medicaid 
now. 

What this affects is people of my age and my children and grand- 
children. Your grandchild, Joanne, who faces just a crushing kind 
of burden in the cost of Government because of the size of our gen- 
eration and the relative smallness in size of their generation. 

So we have got big issues, but I have always taken pride in the 
fact that America has risen to its challenges, and I think we will 
again when the economics require us in Congress to deal with it. 
But the point of this hearing is to deal with it and to use the mega- 
phone of this Committee to call out to Americans to plan, to be pre- 
pared on their own, in addition to the programs that the Govern- 
ment provides. 

Let me just, in conclusion, thank each of you for taking your time 
and sharing your stories and your insights and your programs. We 
commend them all, and we thank you for adding measurably to the 
public record. 

With that, we are adjourned. 

[Whereupon, at 11:20 a.m., the Committee was adjourned.] 



APPENDIX 


Prepared Statement of Senator Herb Kohl 

Thank you, Mr. Chairman. Americans are living longer than ever thanks to tre- 
mendous advances in medicine. But this longevity also means that as people age, 
many will need long-term care in the future, whether it’s provided at home, in an 
assisted living facility, or in a nursing home. 

As a nation, we need to develop a comprehensive long-term care policy to care for 
the 10 million people who need long-term care today and the millions more who will 
need care in the coming years. It is an important but complicated issue that the 
Committee should explore, so I thank the Chairman for holding this hearing, as well 
as the witnesses who are here today to educate us. 

It’s worth noting that today, the majority of long-term care is actually provided 
free through family or friends. Caregiving can take a tremendous financial and emo- 
tional toll on families. Many older family members who care for a loved one often 
are forced to miss work or find they simply cannot continue working at all — placing 
their own economic well-being in jeopardy. They deserve some help, and that is why 
I have proposed legislation to provide a tax credit for older workers to help cover 
the costs of caring for chronically ill seniors. 

Of course, we know that aside from family caregiving, Medicaid is the largest 
payor and greatest safety net for long-term care services. Medicaid provides care for 
millions of elderly and individuals with disabilities that need assistance with basic 
activities of daily living. It is critical that we preserve and strengthen this impor- 
tant program. 

However, we know that public financing is not the only answer to the long term 
care dilemma. We will also need to find new ways to encourage Americans to antici- 
pate and plan for their future long-term care needs. As we will hear today, some 
families are turning to long term insurance, which I support as an option that can 
be helpful under the right circumstances. Unfortunately, for the millions of low and 
modest income families that are already finding it difficult to secure food, housing, 
transportation, and health care, along with saving for their retirement, long-term 
care insurance is unaffordable today. But it’s clear that with standardized policies 
and consumer protections, long-term care insurance can be a good and clear option 
for some families, and we should work to make it available and affordable. 

To help alleviate some of the costs of long-term care and long-term care insurance, 
I am a cosponsor of S. 602, the Ronald Reagan Alzheimer’s Breakthrough Act. The 
bill would provide a teix credit for individuals certified as having long-term care 
needs and for whom the teixpayer is acting as a caregiver, as well as a tax deduction 
for long-term care insurance. I hope the Congress will make this a priority and pass 
this legislation soon. 

I strongly believe we need to develop a coherent long-term care policy that will 
enable seniors of all incomes to plan for and access long-term care, if and when they 
need it. I applaud Chairman Smith for having this hearing and look forward to 
hearing from our witnesses on how we can develop a better plan for the future. 


Questions from Senator Lincoln for Robert Danbeck 

Question. What additional tools are available to individuals for whom long term 
care insurance is not an option? What additional tools should be available to them? 

Answer. We cannot comment on additional tools available outside of the programs 
we manage. The Federal Long Term Care Insurance Program gives applicants who 
are not approved for long term care insurance an opportunity to purchase a service 
package. This non-insurance package provides access to care coordination to help 
the individual plan for addressing his/her long term care needs. It also provides ac- 
cess to a discounted network of long term care providers and services. The Pro- 
gram’s care coordinators are registered nurses experienced in long term care situa- 

( 89 ) 
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tions who can help determine the appropriate long term care setting and provide 
information on additional resources that may be available in the community. 

Question. How can we better support and assist our nation’s caregivers who pro- 
vide such critical long-term services and supports to millions of Americans? What 
is the government’s role? 

Answer. We cannot comment on sources of support for caregivers outside of the 
programs we manage. 

Upon request, the Federal Long Term Care Insurance Program provides care co- 
ordination services for non-enrolled qualified relatives of enrollees, which assists our 
enrollees when they are also caregivers. 

The Federal Employees Health Benefits Program also provides caregiver support 
to enrollees. FEHB plans often include benefits for visiting home health providers 
who can serve as a respite for the caregiver. FEHB enrollees have access to mental 
health care for anxiety, stress reduction and depression that can accompany an en- 
rollee’s role as caregiver. FEHB plans also provide hospice care, including palliative 
and supportive care to terminally ill patients and their caregivers. Hospice pro- 
grams can provide periodic respite for caregivers and bereavement support to help 
the grieving family and caregiver deal with the loss. 

Enrollees in some FEHB plans can receive support and respite from their 
caregiving duties through plan “care support programs” that include interactions 
with nurses to make sure patients are taking their medications, visiting the physi- 
cian when appropriate, receiving answers to medical questions, etc. FEHB case 
management services coordinate health care services by facilitating access and utili- 
zation of available community based resources and services. FEHB disease manage- 
ment programs provide education, monitoring, intervention, counseling and support 
for enrollees with chronic conditions, working with the enrollee and his/her care- 
giver directly. 

Under the Family and Medical Leave Act of 1993 (FMLA), most Federal employ- 
ees are entitled to a total of up to 12 workweeks of unpaid leave during any 12- 
month period to take care of their spouse, child or parent who has a serious health 
condition. This can help relieve caregiver stress when that care must be performed 
in addition to job responsibilities. 


Questons from Senator Lincoln for Joanne Vidinsky 

Question. Long-Term care insurance is a useful way for some individuals to plan 
and pay for future long-term care needs. However, not everyone can afford long- 
term care insurance and some people cannot qualify for it due to pre-existing condi- 
tions. Individuals need more options to plan and pay for their care. What additional 
tools are available to individuals for whom long-term care is not an option? What 
other additional tools should be available to them. 

Answer. Unfortunately, most older people in this country cannot afford the aver- 
age annual cost of $76,219 for nursing home care {Genworth Cost of Care Study, 
2006) out of their own savings. The majority of older people must rely on the gov- 
ernmental Medicaid benefits to help them meet their long term care needs, when 
informal caregiving is no longer enough. Medicaid requires impoverishment of its 
beneficiaries. There are very few options for those who cannot pay their way, other 
than to rely on Medicaid. 

Creative solutions like the Long Term Care Partnership Program and public edu- 
cation to help people plan for their long term care needs are an essential part of 
any solution to the challenge of long term care financing. It is important that states 
and the federal government move as quickly as possible to implement these pro- 
grams, recently passed as part of the Deficit Reduction Act, nationwide. 

While education and incentives to purchase insurance are important steps, we 
need to think beyond the current long term care system because it does not work 
for millions of people who cannot access or afford insurance or are forced into pov- 
erty in order to get any help from the government. The Alzheimer’s Association be- 
lieves that the crisis in long term care, fueled by a large and rapidly aging popu- 
lation, requires action now. Congress should initiate a national dialogue imme- 
diately to reach consensus on a viable solution to the long term care financing prob- 
lem. The exact form of the solution is not clear, though it is clear that current budg- 
etary constraints make it difficult to discuss additional governmental expenditures 
at this time. 

The Alzheimer’s Association envisions a public/private partnership for long term 
care financing that assists people before they are broken by the costs and con- 
sequences of their long term care needs. The partnership should ensure that those 
with few financial resources have access to a means-tested safety net, that people 
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who can plan ahead for their long term care costs are encouraged to do so, and that 
there is a public sector program that provides a stable base of support and wraps 
around private benefits. It is important for private sector and public sector benefits 
to complement one another, with proper incentives and regulations to ensure afford- 
able, meaningful protection. 

Question. One of the largest sources of private long-term care financing in this 
country is the informal, unpaid care provided by family and friends. Family care- 
givers are the backbone of long-term care in this country, yet they face significant 
physical, emotional, and financial burdens. How can we better support and assist 
our nation’s caregivers who provide such critical long-term services and supports to 
millions of Americans? What is the government’s role? 

Answer. Typically, people with dementia live about 8-10 years from the time of 
diagnosis until death. Caregivers provide most of the support for their loved ones 
and in recent years, caregiver efforts have increased. However, the informal 
caregiving system is fragile and becoming more so because of: 1) the ever increasing 
complexity of the health and long term care system; 2) the fact that people are liv- 
ing longer with chronic conditions, including dementia; and 3) the erosion of Med- 
icaid over time. Congress should strengthen Medicare, Medicaid, and Administra- 
tion on Aging programs to support family caregivers. 

The Alzheimer’s Association has an extensive caregiver policy agenda. We urge 
Congress to take action on the key elements of this agenda, listed below. 

1. Create a Medicare chronic care management benefit to pay physicians and 
other practitioners to coordinate patients’ care with other practitioners and with 
caregivers. This would help ensure that patients with dementia receive optimal care 
and help caregivers and beneficiaries navigate the complex health and long term 
care systems. The benefit would be particularly useful in helping family caregivers 
manage when their loved ones have multiple chronic conditions, such as heart dis- 
ease and diabetes, in addition to dementia. In addition, such a benefit could help 
connect beneficiaries to community services, a connection that has been proven to 
help keep beneficiaries with dementia out of emergency rooms and hospitals. 

2. Require Medicare to reimburse physicians who spend time counseling family 
caregivers when the patient is not also present. Currently, Medicare will not do so. 
This situation diminishes the quality of communication between the caregiver and 
physician and can be detrimental to patient safety and care, as well as to caregiver 
confidence and wellbeing. 

3. Expand the Medicaid hardship waiver provisions so that they apply to care- 
givers and ensure that the criteria for granting waivers address the burden care- 
givers face if their loved ones cannot get needed institutional care. Currently, hard- 
ship waivers of asset penalties are only available if the individual seeking Medicaid 
nursing home coverage would lose access to “medical care, food clothing, shelter or 
other necessities of life.” 

4. Amend the Medicaid home equity limit to protect caregivers by adopting the 
protections in current law related to liens and estate recovery. These protections en- 
able siblings or adult children to remain in the home if they lived in it and provided 
care that allowed the Medicaid beneficiary to remain at home longer. Currently, the 
new limit on home equity only applies to individuals. But it could deprive a care- 
giver of a place to live. Take the example of two sisters, one of whom is a home 
owner with dementia and the other who lives with and takes care of her. The home 
equity limit would apply and the sister could become homeless as a result. 

5. Encourage states to provide more support to caregivers by creating an in- 
creased federal Medicaid match for states that assess caregiver need and provide 
caregivers with respite services. 

6. Continue to authorize and fund the Alzheimer’s Disease Demonstration Grants 
to States Program. Since 1992, Congress has funded this program to encourage 
states to develop and test innovative ways to support people with Alzheimer’s dis- 
ease and other dementias and their family caregivers. States have used these funds 
to create adult day services ad respite care programs, provide dementia-specific 
caregiver training, and link families to existing community services that may help 
them. Many states have used funds from this program to find ways to support cul- 
turally diverse, and geographically isolated families that are coping with dementia. 

7. Add family caregivers of people under age 60 with Alzheimer’s disease and 
other dementias to the family caregivers who can receive services funded through 
the Administration on Aging’s National Family Caregiver Support Program 
(NFCSP). The NFCSP provides funds to serve family caregivers of people aged 60 
and older and grandparents taking care of grandchildren. Some family caregivers 
are taking care of a person with Alzheimer’s disease or another dementia who is 
under age 60. Results of a national telephone survey conducted by the National Alli- 
ance for Caregiving show that 15% of the family caregivers of people with Alz- 
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heimer’s disease and other dementias were taking of a person age 50-65. The pre- 
cise number of people with Alzheimer’s disease and other dementias that is under 
age 60 is not known, but it is likely that 5%-8% are under age 60, with some as 
young as age 38. 

8. Add family caregiver assessment as a service that states must provide with Na- 
tional Family Caregiver Support Program funds. The NFCSP does not require or en- 
courage family caregiver assessment as part of any of the five services states must 
provide through the program, even though an assessment to determine the charac- 
teristics, needs, capability, and preferences of the family caregiver would seem to 
be important for the success of each of the five required services. 


Questions from Senator Lincoln for Malcolm Cheung 

Question. Long-Term care is a useful way for some individuals to plan and pay 
for future long-term care needs. However, not everyone can afford long-term care 
insurance and some people cannot qualify for it due to pre-existing conditions. Indi- 
viduals need more options to plan and pay for their care. What additional tools are 
available to individuals for whom long-term care is not an option? What other addi- 
tional tools should be available to them. 

Answer. One way to reduce the changes of not being able to afford or qualify for 
long-term care insurance is to encourage Americans to consider purchasing this in- 
surance when they are still relatively young (ages 35 to 50). Premiums are signifi- 
cantly lower at the younger issue ages, and the chronic medical conditions that may 
disqualify an individual from private long-term care insurance coverage are much 
less likely to occur when one is relatively young. Additional tax incentives that 
would encourage working age individuals to consider purchasing long-term care in- 
surance would help increase awareness of the need to plan for potential long-term 
care expenses while still young. Such incentives would include allowing employees 
for pay for long-term care insurance on a pre-tax basis through an employer-spon- 
sored cafeteria plan or Flexible Spending Account. 

For those who currently find themselves in the situation of not being able to af- 
ford long-term care insurance, consideration should be given to purchasing a policy 
with less rich benefits. Significant premium reductions can be achieved by reducing 
daily or lifetime maximum benefit limits, electing a less rich form of inflation pro- 
tection, or lengthening the waiting period. When reducing benefits, the consumer 
needs to be aware that the benefits provided by the long-term care insurance policy 
may ultimately not be adequate to fully fund their long-term care expenses, and 
that they may need to supplement insurance payments with other sources of in- 
come, their own savings, or assistance from family members. 

For those who cannot qualify for long-term care insurance due to a pre-existing 
health problem, there are several potential options. If the health problem is one 
state still allows the individual to work full time, many employers offer group long- 
term care insurance coverage to their actively-at-work employees on a guaranteed 
issue basis without requiring any health history, or on a simplified issue basis with 
a very limited number of health questions. There are also some long-term care in- 
surers who specialize in substandard long-term care risks. Substandard policies may 
provide only limited benefits and would cost more than standard coverage, but they 
may be a viable alternative for those who may be impaired health risks, but not 
uninsurable. 

For those who can’t afford or qualify for coverage, one additional option would be 
to take advantage of the geriatric care management and provider information and 
referral services that are available today in the marketplace. Although this option 
would not directly reimburse someone for the costs of long-term care services re- 
ceived, it would provide those needing care with valuable information about, and po- 
tential discounts from, local long-term care providers and how best to utilize these 
providers. 

Question. One of the largest sources of private long-term care financing in this 
country is the informal, unpaid care provided by family and friends. Family care- 
givers are the backbone of long-term care in this country, yet they face significant 
physical, emotional, and financial burdens. How can we better support and assist 
our nation’s caregivers who provide such critical long-term services and supports to 
millions of Americans? What is the government’s role? 

Answer. One way we can better support our nation’s informal caregivers would 
be to provide a tax credit to help them absorb the sometimes substantial costs of 
providing long-term care for a family member. Senator Lincoln should be com- 
mended for including such a credit in S. 1244, which she introduced last year with 
Senator Grassley. 
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Increasing public awareness of the need to plan for long-term care expenses and 
the value of long-term care insurance, and providing additional tax incentives for 
the purchase of private insurance will help promote the expansion of the long-term 
care insurance market. Long-term care insurance provides those needing care with 
the financial means to utilize formal caregivers, so that the burden on informal 
caregivers can be moderated. 

In addition to the high cost of formal caregivers, another reason informal 
caregiving is so common is because the supply of formal caregivers, especially home 
health aides, is very limited in some geographies areas, and the quality of the care 
can be inconsistent. Anything government (either Federal or State) can do to pro- 
mote caregiving as a profession, and to establish and enforce quality and training 
standards for caregivers, would likely encourage greater use of formal caregivers, 
thereby relieving some of the burden borne by informal caregivers. 

o 



